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Impact of Taxation On Prices 


BY Sir Henry LuKE 


The Colwyn Committee on National 
Debt and Taxation made its report in 
1927. It held, among other things, that 
Income Tax ‘is assessed on the profits 
resulting from trade and industry, and if, 
as may be presumed, people are already 
charging the prices that yield them the 
best profit, the removal by the State of a 
portion of the profit will not tempt them to 
fix prices differently’. Sir Henry Clay 
submits that the Committee’s view, from 
which business men dissented then, cer- 
tainly needs to be reconsidered in the light 
of taxation at the levels that now prevail. 





THe Colwyn Committee, on the 
whole, took an optimistic view of the 
effects of taxation and of the capacity 
of the community to bear the bur- 
den. 

This conclusion was, however, a 
conclusion based on a level of taxa- 
tion and national wealth at the par- 
ticular time in which they made their 
investigations. When the committee 
made their investigations, the stan- 
dard rate of income-tax was still only 
4/- in the £ (having been as high as 
6/-), and surtax, chargeable at a 
graduated rate on incomes above 
£2,000, rose to a maximum of only 
thirty per cent on the excess of 
£15,000. Today, the standard rate 
of income-tax is 9/6, and surtax has 
been raised to a maximum rate of 


10/- in the £ on the excess of 
£20,000; in addition, profits tax is 
levied on companies (to be supple- 
mented by excess profits levy). Any 
effects which income-taxes may have 
on incentive to effort, willingness to 
take risks, savings, and expenditure 
on equipment have been intensified. 
In 1913 the effects were unimpor- 
tant; in 1927 the effects were still so 
outweighed by other influences on 
production, prices and profits as to 
lead the committee to the conclusion 
that they could be ignored; it may 
be doubted whether they would come 
to the same conclusion today. The 
principle of ‘progressive taxation’, 
incorporated in the income-taxes in 
order to adjust the weight of taxation 
to individual capacity to bear it, 
incidentally but necessarily, by in- 
creasing the rate of tax the more the 
taxpayer earns, penalises extra effort, 
exertion and enterprise, 


Taxation and Prices 


The controversy over the effects of 
taxation on prices is concentrated on 
the effects of income-tax. Any effect 
of income-tax must, however, be 
considered in the context of the 
general relation of Government 
revenue and expenditure. The deter- 
mination of the price level is a much 
wider problem than the effects of 
taxation, and the part played by the 


From ‘A Note on Taxation and Prices’, Progress, Unilever Ltd, London, Spring 1953 








290 


latter must be considered as a whole. 
The belief that taxation in general 
does not raise prices rests on the 
argument that taxation cancels pur- 
chasing power, that this is its object 
and chief result, and that therefore it 
has a deflationary influence on prices. 
The general level of prices depends 
on the relation of money outlay to 
output. If the community is expand- 
ing expenditure faster than output, 
prices will rise; but taxation, by re- 
ducing expenditure, will check the 
rise. Government expenditure exerts an 
inflationary influence, since it puts 
purchasing power into the hands of 
persons who supply the Government 
with goods and services or have their 
incomes supplemented by the Gov- 
ernment’s social services; but taxa- 
tion is deflationary, since it cancels 
such purchasing power. 


The business man would usually 
agree that the chief inflationary in- 
fluence of Government finance is 
exerted through Government ex- 
penditure. Indeed, he is the most 
persistent critic of a high level of 
Government expenditure for this 
reason. It is true, again, that if ex- 
penditure is incurred, the traditional 
policy of balancing the budget is the 
first and most important measure to 
be taken in order to check inflation. 
But taxation may reach a height at 
which it does not necessarily or 
always counteract the inflationary 
influence of expenditure; indeed, re- 
liance on taxation may encourage 
excessive Government expenditure. 


Anti-Social Taxation Levels 


When Government expenditure, 
though balanced by taxation, reaches 
a level that disorganises people’s 
habits of saving and spending, it 
threatens inflation. There are signs 
of such an inflationary effect long 
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before Government expenditure 
reaches anything like the present 
proportion, two-fifths, of the national 
income. When pressed to a height at 
which it interferes with settled habits 
of consumption, taxation will not 
reduce private expenditure by the 
full amount of the tax, but will re- 
duce saving instead. In the higher 
income classes many will find it so 
difficult to curtail their expenditure 
within the limits of income left them 
that they will live on capital; in the 
lower income classes some people, 
for example retired people and per- 
sons with large families, will also live 
beyond their incomes in order to 
maintain a minimum standard of 
life; living on annuities, which use up 
capital, instead of living on current 
income from investment or earnings, 
will be encouraged. Taxation, irre- 
spective of its form, will also check or 
slow down, for the reasons discussed 
above, the expansion of output—by 
restricting expenditure on equip- 
ment, experiment and development, 
or, when profits are large and easily 
secured, by leading to the wasteful 
use of resources. The same effect of 
high taxation is seen in the break- 
down of habits of prudent expendi- 
ture among private individuals, and 
in the stimulus to spending, when it 
is arranged on grounds of equity to 
fall lightly on lower incomes and 
heavily on profits. All these influences 
acquire a new importance in a situa- 
tion such as that faced by the United 
Kingdom at the present time, when 
the costs and dislocation of a second 
world war in one generation call for 
an unprecedented effort in the re- 
organisation, redirection and re- 
equipment of industry in order to 
restore the country’s balance with 
the rest of the world, on which it 
depends for so much of its food and 
raw materials. 
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Prospects of Needed U.K. Capital— 
and of its Wise Use 


BY GRAHAM HuTTOoN 


NEITHER Britain nor any other 
country has any good economic pros- 
pects in the second half of this cen- 
tury unless it can count on an in- 
creasing flow of net new capital for 
productive purposes. 

This said, let us proceed to assess 
two independent factors: first, the 
potential flow of net new capital in 
the decades ahead ; and secondly, the 
potential flow of productive projects 
upon which the flow of net new 
capital can be directed. 

. x * 

Two factors can render the poten- 
tial flow of net new capital in Britain 
in the foreseeable future greater than 
most observers today think it will be. 

First, should mass-democracy 
move nearer to the omnipotent, 
omnicompetent State, what started 
as budgeting for surpluses could 
easily be changed into forced loans, 
forced deductions from pay-packets, 
and all the other modern methods of 
forcing savings from people, with 
which we have been made familiar 
on both sides of the Iron Curtain. So, 
whatever form the British democracy 
takes in the remainder of the century, 
the means of raising capital will be 
there. 

Secondly, the pace of technological 
advance—particularly in the field of 
production, energy and transport— 
is now so hot that within foreseeable 
time (say, a generation) the produc- 
tive potential of industrial countries 
will have risen enormously. When 
that occurs here and in Western 
Europe—as it occurred in North 





The necessary new capital can be 

forthcoming, and can be directed 

into the right channels if we can 

resist the political pressure for 

greater consumption than we can 
properly afford. 











America only in the past fifteen years 
—consumers’ basic requirements can 
be covered by a smaller percentage 
of total output. Not only will the 
countries’ needs of capital for main- 
tenance, replacement and expansion 
be correspondingly greater—as they 
now are to such a striking extent in 
North America—but the resources to 
meet those capital-requirements will 
be greater still. 


Consumption versus Investment 


We must, however, reckon with the 
probability of a protracted dilemma 
between consumers’ demands and 
the demand for capital. 

On the one hand we have the evi- 
dence for a pessimistic view of the 
potential flow of net new capital into 
productive purposes in the future: the 
monstrous waste of our post-war 
capital resources in housing; the 
dissipation of such resources on 
costly substitutes for imported ma- 
terials (costly housing to save im- 
ported softwood, to cite one example, 
which loses us exports); the deliber- 
ate running-down of our highways 
and railways in the post-war period, 
despite crushingly high tax-revenues 
from petrol, fuel oil and road 


From Economic Prospects of A New Era, District Bank Review, Manchester, June 1953 
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vehicles, while housing, welfare in- 
stallations and other amenities were 
being expanded; and so on. This is 
the political hazard in the econo- 
mics of the new era. 

But on the other hand we have the 
evidence for cautious optimism: the 
pace of technological advance; the 
ending of the post-war inflationary 
period and the possibility of a new 
era of more stable currencies and 
purchasing power, leading to in- 
creased saving; and the secular rise 
in productivity, which should offset, 
and could even reduce, the level and 
burden of taxation, thus freeing more 
resources for investment. 

We should never forget that our 
economic errors in the immediate 
post-war epoch were concentrated 
on the capital sector of the economy. 
In a highly industrialised State, that 
sector accounts for between 15 per 
cent and 25 per cent of the national 
income. Even within a capital sector 
as large as that, our errors were only 
marginal—perhaps, in seven post- 
war years, they amounted to no 
more than an average annual was- 
tage or misinvestment of some 4 per 
cent of the national income, or 20 
per cent of the capital programme 
entire. The errors were, however— 
and still are—cumulative: i.e. the 
diversion of a mere £400 millions of 
capital in one year from manufactur- 
ing industry to amenities or ‘con- 
sumers’ durable goods’ can be suf- 
fered insensibly; but the diversion of 
seven times that amount in seven 
successive years becomes progres- 
sively Seceinbaecudelieatueae in as 
vulnerable a trading and industrial- 
ised country as Britain, and par- 
ticularly when clients and competi- 
tors are equipping their industries 
more rapidly. 

Two other aspects of the capital- 
flow concern us, First, in North 
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America, Japan, Western Germany 
and the countries now industrialising 
for the first time, population is ex- 
panding for one reason or another. 
Even in France it is rising faster than 
at any time in the last 100 years, and 
faster than ours. Our working popula- 
tion will be stable until the late 
1970's, and may well remain so—or 
decline—for the rest of this century. 


Population Points 


Now while a country’s population 
increases steadily—as ours and 
others, notably America’s, did up to 
World War I—personal savings tend 
to expand with it, and much new 
capital has to go to equip the annual 
increment of new souls with house- 
room, and later on with tools and 
other capital apparatus or durable 
goods. Indeed, much new capital 
today in North America and other 
lands has to go for these new con- 
sumers’ needs. But in Britain we do 
not need to earmark such a propor- 
tion of new capital for such a pur- 
pose. So, as Keynes was quick to see 
a generation ago, the full effect of the 
technological revolution in produc- 
tion will be felt in Britain by a stable 
population. 

We ought therefore—if we are 
reasonable in our social and political 
organisation—to face a compara- 
tively smaller task than other coun- 
tries in providing the productive 
sector of our economy with the new 
capital it requires; and we should 
therefore also be to some extent able 
to furnish some new capital for the 
development of the resources of Asia 
and Africa. 


Educational Factors 


Secondly, if we organise our edu- 
cational systems aright, we need not 
fear for the supply of British brains 
in the technological era ahead of us. 





PROSPECTS OF NEEDED U.K. CAPITAL 


Further, our housing and State wel- 
fare burdens upon the economy 
should rise to their peak in the next 
15 to 20 years. After that we ought 
to be able to concentrate a relatively 
larger proportion of savings upon 
industry. This should occur just when 
we become stable as a population, 
with relatively less economic diffi- 
culty in covering consumers’ basic 
needs, and just when the American, 
German, Japanese and other popula- 
tions will be tending to take relatively 
more out of their productive systems 
for State welfare, amenities, and 
other non-productive expenditures. 

Accordingly the period of greatest 
economic danger which Britain has 
to face in the new era lies right at the 
beginning of it: here and now, and 
in the next 10 to 20 years. 


Capital Projects 


But what of the potential flow of 
productive projects ? 

I would unhesitatingly put our 
transport system first on the list. 
Quite apart from the perils of a ‘hot 
war’ (which I have excepted from 
my purview), this country’s economy 
depends more than others on its 
efficient and compact network of 
road, rail and water communica- 
tions. It will probably prove astound- 
ing to Englishmen a generation hence 
that, after such damage and wearing- 
out in World War II, we ran our 
highways and railways down further 
between 1945 and 1952, and simul- 
taneously expected them to carry 
more traffic or perform better. 

Despite the bold vision of an inte- 
grated and nationalised fuel, power 
and transport grid for this tight little 
island, we have got farther away 
from its realisation in five years of 
nationalisation, not nearer to it; and 
this, not because of changes of 
government, but oddly enough be- 
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cause not even the Labour Party’s 
economic advisers, apparently, dared 
face the scope and magnitude of the 
capital programme, administrative 
reorganisation, etc., required. 

How else can one explain the bi- 
partisan agreement to take some 
£1,000 millions of taxes from users of 
highways in the post-war years, and 
not put one-seventh of that sum back 
into the highways ? How else explain 
the vast gaps left between the power- 
station and grid programme of the 
B.E.A., the electrification _pro- 
gramme of the railways, the oil-re- 
fining programme, the highway pro- 
gramme, the programme for mech- 
anisation and quality-control in the 
N.C.B.’s coal mines, and the re- 
equipment of the railways’ tracks 
and rolling-stock ? 

All these programmes should dove- 
tail: they are pieces of one and the 
same economic installation, the 
country’s ‘prime mover’ of fuel, 
power and transport. Yet there seems 
to have been no consilience between 
each programme; and all of them, 
sporadically, have been advanced or 
retarded, enlarged or cut, without 
regard to the composite effect upon 
the national economy. 


£2,000 Million Programme 


For that time ahead we have a 
major capital programme lying to 
our hand, of first priority, in the 
overhauling and modernisation of 
our fuel, power and transport net- 
work. I estimate that the task would 
cost £2,000 millions at present prices, 
spread over the next 15 years. For 
the next 15 years, that means 
roughly one-fifth of all the net new 
capital available per annum during 
the last five years. The need to 
expand the total of net new capital 
available in future is thereby en- 
hanced. 
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If we add the need to maintain 
our shipping, replace it and expand 
it—because of its backsliding in the 
past few years—we can say that fuel, 
power and —— of all kinds for 
this country could take one-quarter 
of all net new capital currently avail- 
able, and for 10 to 15 years ahead. 


Needs of Industry 


But this is all the basic equipment 
of the economy: most of it State- 
owned. What of manufacturing in- 
dustry, by which we export or die? 

Here is the greatest opportunity 
of all ahead of us; for here have been 
the most glaring errors and deficien- 
cies—mainly the latter—since the 
war ended. Manufacturing industry 
in Britain must henceforth switch to 
the fulfilment of the import-require- 
ments of under-developed lands now 
industrialising for the first time, most 
of them in the sterling area. A great 
opportunity therefore lies before the 
capital-goods industries of this coun- 
try, for they ought to expand capacity 
to meet not only a growing potential 
demand from overseas but also (if 
we are sensible) a growing demand 
at home. 

This implies an awkward transi- 
tion period immediately ahead of us, 
while work-people and technical and 
other staffs are in turn switched. Our 
economy is at present lopsided: stag- 
nation and hoarding of manpower in 
many consumption-goods industries 
are accompanied by shortages of 
man-power and overtime in many 
capital-goods industries. 

The trend of world demand is 
against our exports of the older, 
quickly-consumed consumers’ goods. 
It is in favour of the newer, more 
durable consumers’ goods (cars, 
household equipment, radio sets and 
TV, etc.) and capital goods or 
equipment in general. It is surprising 
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to see the expansion during the last 
five years of our output and exports 
of office machinery and equipment, 
light electrical apparatus, commer- 
cial and public vehicles, agricultural 
machinery, and so on. The figures 
for the composition of the world’s 
imports of ‘manufactures’, across all 
frontiers, are even more revealing. 
They show the direction in which 
Britain must develop her productive 
capacities, and therefore the capital 
programmes of her 100 per cent- 
privately-owned manufacturing in- 
dustry, which makes all her exports. 
I estimate that, in the same 10 to 
15 critical years of the new era ahead 
of us, we shall need to double, on the 
average, the amounts of new capital 
equipment put into manufacturing 
industry each year between 1949 and 
1952 inclusive—that is, if we are not 
only to bring the productive equip- 
ment of that industry up to com- 
petitive pitch with that of other 
nations, but also to expand the 
capital equipment of certain ‘grow- 
ing’ industries. We shall need to do 
this in these 10 to 15 years with 
greater urgency, because after the 
1970s we shall probably have to 
offset—by the help of all this new 
productive apparatus, and the new 
network of fuel, power and transport 
—an ageing population and a 
dwindling productive proportion of 
it. 
We can do it if... 


But that we can, in fact, do all this 
without fear of worse inflation, and 
without human strain or appreciable 
reductions in our standards of life, 
can be gauged from the relative 
magnitudes of our post-war efforts 
as between saving and consumption. 
If we did nothing else than raise 
social security and insurance contri- 
butions to meet rising costs and bene- 
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fits, if we could luckily drop rationing 
and food subsidies because the world 
prices of foods fell (as they well may), 
if we revised our economically crazy 
rent-controls and housing subsidies 
and keyed the housing programme 
to natural demand and replacement 
of slums, we could then carry out the 
entire capital programmes here 
sketched. Within a year or two of 
beginning on them, their fruits 
would appear in an increment to the 
national output, from which we could 
defray higher standards of consump- 
tion and the costs of the remainder of 
the capital programmes themselves. 
Such a programme over the next 
10 to 15 years calls for vision, ven- 
turesomeness, initiative and enter- 
= indeed. But it is not a crushing 
urden, not a vexatious toll upon our 
efforts or standards of life. It guaran- 
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tees an extra £250 millions to £300 
millions at present prices, wholly in 
new equipment for the basic fuel, 
power and transport grid of the 
country and for manufacturing in- 
dustry alone, 1.e. over and above 
what each has been getting on the 
average up till now. That extra 
amount of capital equipment has to 
be abstracted from our consumption, 
saved for, provided by rising pro- 
ductivity, or otherwise released from 
the present total of savings and 
investment by economising some- 
where else, ¢.g. on housing, or 
armaments, or on the capital pro- 
grammes of ‘shrinking’ (consumers’) 
industries or firms. It can be done. 
In my view it ought to be done; and 
if it isn’t, the economic prospects of 
our new Elizabethen era will first 
fade, and then fast become ominous, 


WHERE THE MONEY GOES IN U.S.A. 


81.7 per cent of the U.S. national income, after taxes, now goes to 93 per cent of the 
population, and the top | per cent of the ‘rich’ receives only 8.5 per cent of the national 
income before taxes, which high-bracket income taxes reduce to 6 per cent. 

Furthermore, the 80 per cent of all families earning less than $5,000 a year own nearly half 
the nation’s wealth; over half of all families in the country own their own homes, and the 
nation’s economy is not being run by a few giant corporations but by a total of 4,043,500 
individual business concerns. 

Finally, as backlog against a slump, the American consumers have a combined wealth of 
more than $800,000 million at their disposal. 

These developments, which show a progressively wider distribution of national wealth and 
national income, are due to a long-term tendency inherent in the American economy. One 
reason for them is, of course, the growth of national productivity, which has raised the gross 
national product to $346,000 million and the national income to $290,500 million, although 
part of this is also due to higher prices. 

But the main reason is the revolutionary discovery of American industry that in order to 
have an assured market for an ever-expanding production it must not only keep prices down 
through mass production but must also pay workers enough to enable them to buy what they 
produce. 


From Report of Department of Commerce, Washington, May 15, 1953 (New York Times 
Commentary) 





Does Korea Truce Imply 
U.S. Recession? 


BY HERBERT STEIN 
Associate Research Director, Committee for Economic Development, Washington 


SALSA . 
This article says ‘a recession 1s a 
possibility, but by no means a cer- 
tainty, or even, for the near future, 
an odds-on probability’. 
SSS Ss SSS S 
Tue flurry of recession talk that 
arose with the first Communist peace 
gestures has now largely subsided. 
This is not because anyone has 
proved that we are not going to have 
a recession. 

There are three main reasons for 
the generally calmer attitude :-— 

1. Upon reflection it has become 
clear that the basic factors that will 
determine the course of economic 
activity in the U.S. have not changed 
and remain as difficult as ever to 
foresee. No shift in the international 
situation that has occurred or that 
seems at all likely can be translated 
into numbers large enough to have 
a major effect. 

2. Business has remained remark- 
ably good. Of course, the forecasts of 
recession that resulted from the 
thought of peace did not call for the 
decline to begin immediately. But if 
the recession was as close and as 
certain as many people thought, it 
should have showed some sign by 
now. In fact, the only clear reaction 
was in the Stock Market, and some 
of the decline there has now been 
recovered, 

3. Attention has shifted from the 
question ‘Will there be a recession ?’ 
to ‘What should be done to prevent 


a recession ?’ This has been in part a 
spontaneous response to the uncer- 
tainty of the forecasts. It has also 
been stimulated by a number of 
statements from the Administration, 
including President Eisenhower and 
Treasury Secretary Humphrey, indi- 
cating the Government’s determina- 
tion to maintain high employment 
and production. 

This last development, the stirring 
up of Government and public in- 
terest in anti-recession policy, may 
be the most important consequence 
of April’s recession jitters. 


Typical Forecast 


The reasons for uncertainty and 
suspended judgment about the future 
of business in the U.S. may best be 
seen by looking at the typical fore- 
cast, which has the following main 
ingredients :— 

1. The rise in national security 
expenditures, which has been pro- 
pelling the boom, is near an end, and 
will soon turn into a decline. 

2. House building cannot con- 
tinue for long at its present rate. 
Since the end of the war we have 
built enough houses to increase the 
vacancy ratio substantially, to reduce 
to a normal level the number of 
households containing two families 
and to take care of a rate of new 
family formation far above the 
present and prospective rate. 

3. Although surveys of business 
plans indicate that plant and equip- 
ment expenditures will be higher in 
1953 than in 1952, this is likely to be 


From Financial Times, London, May 29, 1953 
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the last year of the current invest- 
ment boom. Most of the work on the 
expansion projects stimulated as part 
of the Government’s mobilisation- 
base programme will be completed 
by the end of 1953. 

4. The great shortage of auto- 
mobiles, relative to population and 
consumers’ income, has now been 
eliminated. Production of cars is 
running far above the normal rate of 
demand and will soon have to be cut 
back. 

This line of argument would be 
more convincing than it is if we had 
not heard it so often. In fact, with 
minor variations, this has been the 
continuing diagnosis of many eco- 
nomic forecasters for the past six 
years, except possibly for the first nine 
months after Korea. 

The situation described by this 
diagnosis is probably the normal 
appearance of the American eco- 
nomy when it is not experiencing 
strong inflationary pressure. We are 
always exhausting certain known 
pools of demand. We are always 
nearing a situation in which we will 
have as many houses per family, as 
much capital per worker, as many 
cars per person as will be demanded 
by current standards. When that 
point is reached we will have a slump. 


New Demands 


But this picture leaves out of 
account the tendency of the Ameri- 
can economy to generate new de- 
mands for its own product. These 


new demands result from the 
development of new products and 
new methods of production, from the 
higher incomes and increased leisure 
made possible by rising productivity 
and from the unremitting effort of 
the American businessman to create 
demand. In the long run, from one 
decade to the next, these new de- 
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mands have absorbed the output of 
America’s growing productive capac- 
ity. 
Of course, the emergence of new 
demands has not always been so 
neatly dovetailed with the dwindling 
of old demands as to prevent declines 
in business activity. Depressions as 
well as growth are part of the 
American record. But the mere fact 
that we can reasonably foresee the 
decline of certain demands does not 
mean that new demands will not 
emerge in time to sustain production, 

The crucial unknown is time. 
How fast will the demand for plant, 
housing and automobiles of the 
present type fall off? How rapidly 
will we get the automatic factory, the 
air-cooled house, the cheap second 
car and the other things that will be 
part of the American scene in ten or 
twenty years, even though we cannot 
identify them now? We can’t answer 
these questions, and because we can’t 
we don’t know whether or when a 
recession is coming. 

If there were to be a sharp and 
large decline in defence expenditures 
that might put a period to the 
present boom. But such a decline 
does not now seem to be on the cards. 
There is, of course, a general hope 
that the international situation will 
improve. But even the most optimis- 
tic expectations do not go beyond a 
more stable and less tense relation- 
ship with the Russians, enforced, so 
far as we are concerned, by a 
‘reasonable’ balance of military 
strength. There is no evidence, and 
no disposition here to think, that this 
would safely permit a radical reduc- 
tion in Western military prepared- 
ness goals. 


Eisenhower: Changes and Plans 


There have been some revisions of 
the defence programme since the 
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Eisenhower Administration took 
over. The last Truman budget had 
called for a small rise in Department 
of Defence expenditures from $43.2 
billion in the current fiscal year, 
1952-53, to $45.4 billion in fiscal 
1953-54- The budget revisions al- 
ready announced would eliminate 
this rise, holding next year’s expen- 
diture to this year’s rate. 

The Administration has so far been 
quite uncommunicative about its 
defence expenditure plans beyond 
fiscal 1953-54. President Eisenhower 
has been emphasising the importance 
of stability in our defence pro- 
gramme. But presumably this does 
not mean stability at the present 
rate of expenditure. The Truman 
Budget had held out the hope that 
in a few years defence expenditures 
might get down to a maintenance 
rate of $35 to $40 billion annually. 
One plausible interpretation of the 
pruning now going on is that it will 
hold the maintenance level to the 
$35 billion rather than $40 billion 
figure and may bring us to the main- 
tenance level somewhat earlier, per- 
haps 1955-56, rather than 1956-57. 

One clue to the Administration’s 
plans may be found in President 
Eisenhower’s tax recommendations. 
The President asked for continuation 
of the emergency rate of corporate 
profits tax, scheduled to expire on 
April 1, 1954, even though this ex- 
tension will not affect tax collections 
until the first half of calendar 1955. 
Also he said that he would recom- 
mend a substitute for expiring 
Excise taxes that would affect 
revenue beginning a year from now. 
If the Administration foresaw the 
prospect of a sharp decline in de- 
fence spending in the next twelve to 
eighteen months, these recommenda- 
tions at this time would be unneces- 


sary. 
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Secretary of Defence Wilson has 
promised a thorough reappraisal of 
the whole U.S. defence programme. 
There are some who are hopeful that 
this review, in which the new Chiefs 
of Staff will have a major part, will 
reveal a new approach to more 
security at much less cost. But this is 
not the only, or even the most likely, 
possible result of a review. In the 
past, estimates of requirements by 
military leaders have reached huge 
figures that had to be squeezed down 
slowly and painfully by civilian 
officials mindful of the economic and 
budgetary situation. If we have to go 
through this process again with new 
military chiefs pushing new concepts 
of defence we may easily wind up 
with higher expenditures, at least 
for a while. 


Major Recession not probable 


In sum, the outlook is uncertain, 
with respect both to private markets 
and to defence expenditures. The 
outlook includes a recession as a 
possibility, but by no means as a 
certainty, or even, for the near future, 
as an odds-on probability. While 
there is considerable disagreement 
about how likely a recession is, there 
is very little disagreement that the 
possibility is sufficiently strong to 
justify serious thought about how we 
would prevent or moderate a reces- 
sion. This question is now receiving 
increased attention from the Govern- 
ment, the business community and 
the economics profession. 

We are probably pretty well pre- 
pared now to prevent major depres- 
sions, or to make little ones out of 
big ones. 

But smaller recessions—say milder 
than 1937 but worse than 1949—will 
be more difficult to handle. Effective 
action in such situations will have to 
be based on a prompt and accurate 




















appraisal of economic developments, 
it will have to be very flexible and it 
will have to be taken in the absence 
of an emergency that would over- 
come traditional taboos and politi- 
cally motivated foot-dragging. 

In the period from 1922 to 1932, 
a total present-day equivalent of 
50,000 million lire ($80 million) was 


DE GASPERI?’S REFORMS DWARF MUSSOLINTS 


299 


spent on aqueducts, sewers, hospitals 
and cemeteries in the whole of Italy. 
Today contracts totalling 33,000 
million lire ($52,800,000) have been 
let for aqueducts in Southern Italy 
alone. The total twelve-year pro- 
gramme foresees an expenditure of 
160,000 million lire ($256 million) 
for aqueducts. 





De Gasperi’s Reforms Dwarf Mussolini’s 


By ARNALDO CORTES! 


To the many Italians who look back 
on fascism as ‘the good old days’, 
when such large projects as the 
draining of the Pontine Marshes 
were carried out, it has come as a 
distinct surprise to find that the 
Italian economy had advanced far 
more rapidly in the years since the 
end of World War II than it did in 
the whole of the twenty years or so of 
Mussolini’s dictatorial regime. 

The destruction that Italy suf- 
fered in the war has been estimated 
at 10,000,000 million lire ($160,000 
million), or about one-third of the 
national wealth. Now the work of 
reconstruction may be considered 
almost completed. In addition, the 
Government has built 2,000 schools, 
2,500 miles of aqueducts, 1,250 miles 
of sewers, 1,750 miles of irrigation 
canals and 10,000 miles of roads. 

The reclamation of the Pontine 
Marshes covered an area of 192,500 
acres, and from 1870 to 1939 in- 
clusive 6,500,000 acres of land was 
reclaimed. The land-reclaiming 
work now in_ progress covers 
10,250,000 acres. Fascism, in more 
than twenty years, irrigated a total 
of 50,000 acres, whereas the projects 
completed since the war irrigate 


147,500 acres, or three times as much. 

Particularly impressive is what is 
being done for Southern Italy in 
connection with land reform, which 
has the purpose not only of making 
land available to landless peasants, 
but also of improving the soil. The 
Cassa del Mezzogiorno (Southern- 
Italy Fund) has so far spent 116,000 


‘million lire ($185,600,000) and has 


let contracts for an additional 
210,000 million lire ($336 million). 
As a result—the whole project is a 
twelve-year affair involving an ex- 
pense of nearly $2,500 million—the 
purchasing power of the Southern 
population has increased noticeably. 

The following figures, chosen at 
random, give a comparison between 
what is being done today and what 
was done in the past. 

In 1938, 2,103 municipalities in 
Southern Italy were without water; 
today work has been begun to sup- 
ply water to 1,800 of them. 

From 1923 to 1933, the present- 
day equivalent of 8,000 million lire 
($12,800,000) a year was spent on 
land-reclaiming project in the South. 
Today the yearly expense is 44,000 
million lire ($70,400,000), or five and 
a half times as much. 


From New York Times, May 20, 1953 




















300 








t——Re-Learning the Arts of Freedom—— 


Two years ago—in March 1951—the U.S. Treasury and 

Federal Reserve withdrew from supporting fixed prices in the 

Government Bond Market and the Federal Reserve System re- 

gained its influence over money. America then began to learn the 
forgotten techniques of freedom. 


BY WitvtraAm McC. Martin 








Chairman, Federal Reserve System 


Wuar has occurred in the past two 
years in the area of money manage- 
ment has been a return from wartime 
necessities to the principles of the free 
market. 

The significance of this transition 
is not to be found in interest rates, but 
in its far greater implications, wholly 
apart from its economic effects. In a 
free market, rates can go down as 
well as up and thus perform their 
proper function in the price mechan- 
ism. Dictated money rates breed dic- 
tated prices all across the board, 

The market place — the price 


mechanism—are basic essentials of 


the American economy and of the 
economy of the Western World. We 
have seen the countries of Europe 
that struggled along with Marshall 
Plan aid return to the earning pro- 
cess, one by one. We have seen 
monetary policy put to work in 
Belgium and Italy. We have seen it 
spread from Italy up to the Nether- 
lands, on to Denmark, and on to 
Britain. For the last year Britain has 
been taking measures running some- 
what parallel to ours. 

The process of returning to accep- 
tance and use of the market place is 
slow, painful, and hard. It is not 
achieved because people necessarily 
like it; it is achieved because alterna- 


tive ways don’t work—and that has 
been found out in most of Western 
Europe since the war. 


Painful Processes 


When we started this programme 
of freeing the market some people 
were talking as if that would lead to 
panic and disaster. Some said that 
once Government bonds went below 
par the credit of the United States 
would be destroyed. Some people 
saw panic and collapse on the hori- 
zon merely because there had been a 
movement of a few thirty-seconds in 
the Government securities market. 
The word ‘stability’ had come to 
mean ‘stagnation’ and ‘frozen prices’. 

After ten years of a pegged market, 
we found that once the market was 
freed a little, many of the devices and 
techniques we had been using tended 
to work in reverse. We found that the 
dealers, the brokers, the individuals 
—that composite that makes up the 
market—instead of making market 
judgements for themselves were 
chiefly interested in trying to find out 
what the Federal Reserve planned to 
do and how it was going to operate. 

Federal Reserve support of the 
Government securities market over 
many years, because it affected the 
operation of the entire financial 


From Federal Reserve Bulletin, Washington, April 195% 
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market, had developed patterns of 
behaviour and thinking that were 
not easily or quickly changed. Only 
gradually were old practices dis- 
carded and the characteristics of a 
free market developed. 


Doubts and Fears 


That is not to say that the per- 
formance of the Government securi- 
ties market after the unpegging was 
not highly gratifying in several im- 
portant respects. Considering the 
pressure on the economy and on the 
supply of savings, the range of price 
fluctuation on Government issues 
was moderate. The facilities of the 
market proved to be generally good. 
But the market did not have the 
depth, breadth, and resiliency needed 
for the execution of effective and 
responsive market operations and for 
flexible debt management purposes. 
This means a securities market in 
which market forces of supply and 
demand and of savings and invest- 
ment are permitted to express them- 
selves in market prices and yields. 
The unsatisfactory aspects of the 
market seemed to be related in large 
part to the psychology that pervaded 
the market. Professional operators in 
the market appeared confused with 
respect to the elements they should 
consider in evaluating future market 
trends, 

For one thing, they seemed appre- 
hensive as to the Federal Reserve 
attitude on prices in the market. The 
market appeared constantly to ex- 
pect action by the System which, by 
standards of a free market, would be 
unpredictable and might seem capri- 
cious. Investors and dealers seemed 
to lack adequate background for 
weighing and evaluating System 
actions in forming their individual 
market judgments and investment 
decisions. After the unpegging there 
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quite naturally remained much scep- 
ticism as to the System’s intentions or 
ability to permit a free private mar- 
ket to develop. 

In important respects there was 
tangible justification for these doubts. 
For one thing, the System continued 
to support the market for short-term 
securities during periods of Treasury 
refunding. For another thing, it was 
also understood that the System had 
a policy of maintaining an orderly 
market in all sectors of the Govern- 
ment securities market, a phrase that 
was variously interpreted in the 
market and which the market there- 
fore found hard to understand. 

Against that background, it was 
our purpose to develop methods of 
operation which, as they became 
known through practice, would give 
those who participate in the market, 
and those who have contacts in the 
market, a familiarity with how the 
Federal Reserve may intervene, 
when it may intervene, for what pur- 
pose it may intervene. 

Since the unpegging, we have en- 
deavoured to confine open market 
transactions to the effectuation of 
credit policy, that is, to maintain a 
volume of member bank reserves 
consistent with the needs of a grow- 
ing and stable economy. We have 
tried to confine our operations to 
short-term securities, in practice 
largely Treasury bills. Prices of these 
issues, which are the closest substi- 
tutes for cash, are least affected by 
Reserve System sales or purchases. 
Gradually investors in Government 
securities have, I believe, come to 
expect and understand this phase of 
System activity in the market. 

We have had a particularly acute 
problem during periods of Treasury 
refundings. It had become the prac- 
tice under pegged and supported 
markets for the System to intervene 
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to support Treasury refundings. This 
seemed a reasonable use of Federal 
Reserve resources, provided it was 
limited and excessive purchases were 
later disposed of in the market. This 
practice was followed for eighteen 
months after the accord. 

We found, however, that when the 
Federal Reserve, with its huge port- 
folio and its virtually unlimited re- 
sources, intervened in the market 
during Treasury refundings, many 
other investors tended to step to the 
sidelines and to let the market form 
around the System’s bids. This was a 
natural and highly rational investor 
reaction. But the result was that with 
the System supporting a refunding, 
offerings failed to get fair market 
valuation until some time after the 
refunding period. Under the circum- 
stances, it was very difficult for the 
market to make a satisfactory judge- 
ment of the worth of a new offering 
or of the relationship it should bear 
to other Government obligations al- 
ready outstanding. This was par- 
ticularly true since it was usually 
obvious to investors that the System 
might act to absorb reserves by sales 
during or after the refunding opera- 
tion in order to offset its support pur- 
chases. 


Experiments 


During the past two transition 
years, the Treasury and the Federal 
Reserve have been experimenting 
with various ways of minimizing or 
eliminating this intervention. In con- 
nection with a small refunding, the 
Federal Reserve decided last Decem- 
ber to refrain entirely from purchas- 
ing maturing securities, or ‘rights’ as 
they are called. Again in February, 
when the Treasury refinanced a large 
maturity with an attractive offer no 
support was given by the System. 
Both refundings were highly success- 
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ful and demonstrated the value of 
reliance on freely functioning mar- 
kets rather than on official interven- 
tion. 

The transition has major advan- 
tages to the System, to the Treasury, 
and to investors in general. The 
System no longer needs to inject 
periodically into credit markets large 
amounts of reserve funds which are 
difficult to withdraw before they 
have resulted in undesirable credit 
developments. On the other hand, 
private investors, whose funds the 
Government seeks to attract, may 
now fairly appraise a new Govern- 
ment security offering through mar- 
ket processes. They may invest in the 
new issue with confidence that its 
market price reflects not just an 
arbitrary decision by the Treasury 
and the Federal Open Market Com- 
mittee but instead the composite 
evaluation of its worth by thousands 
of investors in the light of their judg- 
ments as to the current and prospec- 
tive demand and supply of credit. 


Order and Disorder 


We also had to deal with the con- 
cept of ‘maintaining an orderly mar- 
ket’. I tried before committees of the 
Congress to define ‘orderly market’. 
I was not very successful, but I do 
think that gradually our emphasis 
has been shifting towards a realisa- 
tion that we should not be the judges 
of what an orderly market is; that 
our efforts should be directed more 
toward correcting disorderly con- 
ditions—you can see the difference in 
emphasis—and that even there, we 
ought to be extremely careful about 
intervening unduly. 

In a properly functioning market, 
and particularly in a well organised 
money and credit market, fluctua- 
tions resulting from temporary or 
technical developments are self- 
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correcting without any official inter- 
vention. Of the movements that are 
not self-correcting, most reflect basic 
changes in the credit outlook which 
should be permitted to occur. Only 
very rarely is there likely to be a 
disorderly situation that would re- 
quire Federal Reserve intervention 
for reasons other than credit policy. 


Mechanism of Freedom 


With the changes in its own poli- 
cies and practices and with the 
development over the past two years 
of this self-reliant market for Govern- 
ment securities, the Federal Reserve 
has been able to bring into full use its 
instruments for influencing the 
general credit situation in order to 
promote economic and _ financial 
stability. Open market operations 
and the discount rate are again being 
used for this purpose as twin reserve 
banking measures, each comple- 
menting the other in affecting the 
availability, volume, and cost of 
credit. 

Primary reliance is once more 
placed upon the discount mechanism 
as a means for supplying the variable 
short-term needs of individual banks 
for reserves. Experience has demon- 
strated that when member banks are 
heavily in debt to the Federal Re- 
serve Banks, the tone of the money 
market is tight. Marginal loans are 
more likely to be deferred and some 
credit risks may have to shop around 
for accommodation. Conversely, 
when member bank borrowing is 
low, the tone of the money market 
tends to be easy and credit accom- 
modation is less discriminating. The 
Federal Reserve borrowing privilege 
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and the discount rate, after years of 
disuse, have come to play once more 
their intended role as flexible, im- 
personal instruments of monetary 
management. 


Rewards of Freedom 


Open market operations can be 
employed when needed to condition 
the current tone in credit markets 
and the general availability of credit. 
By these operations the Federal Re- 
serve can tighten or ease the pressure 
on member bank reserve positions 
and thus cause banks to borrow or 
enable them to reduce borrowings 
at the Reserve Banks. Subsequently, 
this tightness or ease is transmitted 
and magnified in money and credit 
markets. 

There are still some who would 
have us return to a pegged market. 
If we did, we would have no reliable 
safeguard against the erosion of our 
savings, our pensions, our life insur- 
ance policies—the capital upon 
which the institutions of private 
enterprise rest. There are no reliable 
substitutes for free markets which 
have been reinstated during the past 
two years. A redundant money sup- 
ply can be dammed up by direct 
controls for a time, but as we saw in 
the early post-war years, once the 
controls are lifted, as the public in- 
sists that they be in peacetime, the 
economy is engulfed with the flood 
of money that has already been 
created and only temporarily held 
back. 

If we handle our fiscal, monetary, 
and debt management problems 
wisely we will not have to worry very 
much about the value of the dollar. 
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PENETRATING STUDY OF 
Imbalance of International Payments 
BY R. F. Harrop (Oxford) 


Tue figures for the period 1950-mid 
1952 suggest that the world’s dollar 
imbalance may be thought of in 
round terms as having been a $2 
billion per annum problem. 

If this period is compared with 
1936-38, it is found that the value of 
U.S. imports (excluding gold) had 
risen as much as that of U.S. exports, 
including in the latter those sent out 
gratis other than ‘military aid’ 
proper. The volume of U.S. exports 
rose more than the volume of U.S. 
imports, but this was offset by the 
worsened terms of trade for the 
United States. U.S. trade rose in 
dollar value about a third more than 
world trade; this was due entirely to 
more active trade between the 
United States and the rest of the 
Western Hemisphere; U.S. trade 
with, non-America (including gratis 
exports as above) did not rise more 
than world trade generally. 

The U.S. surplus on trade account 
in the period 1950-mid 1952, con- 
sidered as a percentage of her exports, 
was of the same order of magnitude 
as that in the periods 1933-38 and 
1924-29. But a moderate deficit on 
‘services’ account had changed to a 
moderate surplus, transportation be- 
ing the largest factor of change. In 
the twenties the surplus on goods and 
services together was covered by 
overseas investment by the United 
States; in the thirties it was covered 
by the payment of gold to the United 
States; in the fifties it has been 
covered by ‘aid’. Actually, the gold 
shipped to the United States in 
1933-38 was four times the value of 


the U.S. surplus, owing to capital 
movement. The rest of the world 
could have paid the bare surplus of 
the United States in this period in 
newly mined gold and at the same 
time added comfortably to its re- 
serves. 

If the pattern of trade in the period 
1950 to mid-1952 is compared with 
that in the thirties, the greatest 
single item of difference is seen to be 
the shrinkage in the goods value of 
newly mined gold available for 
central banks and treasuries. The 
was due to the fixity of its dollar 
price, to reduced output, and to the 
disappearance into private hoards of 
amounts equal to more than half the 
new output. 


Price of Gold 


The great decrease in liquidity for 
purposes of international settlement, 
which is due to the changed relation 
of the value of gold stocks and 
accessions to the value of world 
trade, has caused and is likely to 
continue to cause a chronic tendency 
to import restrictionism. If the value 
of newly mined gold becoming 
available for money outside the 
United States and the U.S.S.R. had 
borne the same relation to the value 
of world trade as it did in the thirties, 
the rest of the world could have paid 
for the whole realised surplus of the 
United States on goods and services 
account in 1950-mid 1952 without 
loss of reserves and without aid 
(other than military items). 

This is not to be taken to imply 
that it is desirable for the United 
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States to continue to import any 
given value of gold. As things are, 
the rest of the world has either to 
find acceptable goods to ship to the 
United States in lieu of the gold 
previously shipped, in order to pay 
for some 15 to 20 per cent of U.S. 
exports, or, to the extent that it fails, 
to reduce its imports from the United 
States by that amount. 

Both in 1936-38 and in 1950-mid 
1952, the deficit of OEEC Europe 
with the United States in bilateral 
trade was greater than that of the 
whole world including OEEC 
Europe. In the former period, the 
OEEC deficit was somewhat re- 
duced by invisible items; in the latter 
period, less so. Thus the main part of 
the readjustment required by the 
gold change has to be made by 
OEEC Europe. This concentration 
of the need for readjustment upon 
one region makes its achievement 
more difficult, since it involves cut- 
ting more deeply into the former 
pattern of trade. The bilateral deficit 
of Europe with the United States of 
about 38 per cent (approximately 
$1,300 million) might have been 
greater in the absence of restrictions, 


Europe’s Trading Problem 


While the gold change has made 
the dollar crisis more intense for 
OEEC Europe than elsewhere, that 
region has had, simultaneously, 
another post-war trading problem of 
greater quantitative importance. Loss 
of invisible income and worsened 
terms of trade have made it necessary 
for Europe greatly to increase its 
exports to the rest of the world as a 
whole in order to buy the same im- 
ports as before. For such countries 
as the United Kingdom and France, 
the increase of exports required has 
been some 60 per cent. (In the worst 
year, 1951, this figure rose to 85 per 
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cent for the United Kingdom.) This 
has meant a strain upon the manu- 
facturing capacity of those countries 
and set off inflationary pressures, 
which in parts of the period had 
other causes also. 

The most important of the various 
causes for the worsened terms of 
trade is probably the great increase 
in manufacturing output throughout 
the world, and notably in the United 
States, which entailed increased re- 
quirements for materials and a rise 
in their relative prices. In searching 
for differences in the pattern of trade 
in the period 1950 to mid-1952, 
compared with that of 1936-38, it is 
well first to multiply figures for the 
latter by three. The index of world 
dollar prices had risen to 225 and the 
volume of world trade by about one 
third (2} x 1} = 3). 

In the attempt to close the dollar 
gap, OEEC Europe has had some 
success in increasing exports of 
manufactures to the United States, 
The United Kingdom has cut im- 
ports severely by direct restriction; 
continental Europe has restricted in 
some lines, while purchasing fairly 
freely, as intended by ERP, in 
others. An alternative method of 
curtailing dollar imports is to invest 
outside the dollar area in the pro- 
duction of commodities now bought 
from the United States. 


Gold and Dollars 


If a true multilateral equilibrium 
of trade is to be reached, it is prob- 
able that OEEC Europe should not 
close the main part of the dollar gap 
by either of the methods mentioned 
in the preceding paragraph, but by 
the capture of dollars in multilateral 
trade. It is important to observe that 
not much progress can be made along 
this, the most fruitful, line, until 
OEEC Europe has secured a firm 
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over-all balance with the non-dollar 
world, for until that point is reached, 
she can be paid by third parties for 
the most part in her own currencies. 
Thus the establishment of an over-all 
balance is a prior condition for the 
best solution of the dollar imbalance. 
From this point of view, the further 
deterioration in the European terms 
of trade between 1948 and 1951 was 
unfortunate. 

It has been suggested that it should 
not, eventually, be more difficult for 
Europe to settle her accounts with 
the United States, since in the 
thirties also she had to have an over- 
balance with the non-dollar world 
wherewith to buy the gold to remit 
to the United States. It is further 
suggested that, since the United 
States has increased the value of her 
imports more than three times, there 
are additional dollars available for 
Europe to capture in third-party 
markets in lieu of the gold formerly 
bought there. But there is a big dif- 
ference. It has been seen that the 
United States has increased her pur- 
chases outside the Western Hemi- 
sphere less than three times; it is only 
in Canada and Latin America that 
she has provided additional dollars. 

But the gold previously came 
mainly from the sterling area, with 
which Europe had well-established 
trading relations. While Europe was 
involved in post-war difficulties, the 
United States was able to meet de- 
mands in Canada and Latin America 
arising from and supported by their 
additional dollar earnings. It was 
clearly much easier for Europe to 
have a large over-balance outside the 
Western Hemisphere, which could be 
earned and paid for by newly mined 
gold, than to establish an equivalent 
over-balance with Canada and Latin 
America by displacing U.S. ex- 
porters. For this process to go for- 
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ward it would be necessary that the 
Western Hemisphere countries 
should not, themselves, be in over-all 
imbalance. 

Meanwhile, all these develop- 
ments have to proceed against the 
background of increased world de- 
mand for U.S. exports. The balance 
of grain supplies has shifted; there 
has been an abnormal increase in the 
world demand for industrial equip- 
ment, and other countries have not 
been able to increase supplies as 
quickly as the United States; mean- 
while, all along the line the United 
States has shown marked progres- 
siveness and efficiency, of which her 
abnormal increase in the export of 
textile manufactures is a notable 
manifestation. These trends make 
the task set for Europe of capturing 
dollars by displacing U.S. exports in 
third-party markets more difficult. 


Influence of Inflation 


Local inflations, both in Europe 
and elsewhere, played an important 
part in creating a dollar imbalance 
in the post-war quinquennium. Their 
importance in the over-all picture has 
now diminished considerably, but 
continued vigilance is necessary to 
prevent recurrence. 

For the world-wide dollar im- 
balance, the prevention of inflation 
in the various countries is an essen- 
tial remedy. For the special problem 
of Europe, it is not a sufficient one. 
The secular growth of U.S. imports 
will provide an easement for this, 
both because it will allow a rise— 
although not a relatively large one— 
in direct European exports to the 
United States and because it will 
provide additional dollars around 
the world for Europe to earn, if she 
can generate and maintain con- 
tinuing competitive pressure. How 
far Europe can go beyond this and 











THE PRICE OF WHEAT 


win additional dollars in third party 
markets by displacing existing U.S. 
exports must remain a doubtful 
question. But if she cannot do this 
on a rather considerable scale, then 
in the near future she will have to 
curtail U.S. imports in order to be 
in balance. 

This may be achieved in part and 
in due course by investment in the 
production outside the United States 
of commodities now bought from 
that country. There being no other 
source of U.S. dollars, it does not 
appear probable that direct dis- 
criminatory restriction of dollar im- 
ports can be avoided by Europe in 
the near future. The question of an 
expansion of U.S. capital investment 
abroad has not been considered. 


Twofold Moral 
Study of the large size of the post- 
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war maladjustments, notably those 
connected with the displacement of 
gold and with the need for Europe 
in her general trade to export so 
much more in order to pay for the 
same imports as before, has a two- 
fold moral. (1) We need not think 
that seven years, complicated as they 
have been by the Korean outbreak, 
the post-Korea inflations, and the 
rearmament programmes, constitute 
a long period for the attainment of 
balance, even taking into account 
the generous aid provided; nor need 
we therefore despair of the eventual 
achievement of an equilibrium in 
which discriminations and _ restric- 
tions are no longer necessary. (2) On 
the other hand, the large size of the 
adjustment still to be made must 
make us sceptical of the possibility of 
the quick demise of various protec- 
tive devices. 





Britain’s Chance of Benefit 
Through Dissenting from 
International Wheat Agreement 


The Price | 
of Wheat | 


BY C. F. CARTER 


Britain has chosen not to sign the 
International Wheat Agreement, 
which, for the next three years, 
offered a quota of wheat at a maxi- 
mum price of $2.05 a bushel. The 
highest British offer was $2 a bushel. 
At first sight it seems singularly odd 
to reject the protection of a maxi- 
mum price, since there is nothing in 
the agreement to prevent the trading 
of wheat at prices below the maxi- 
mum. There may, however, be sub- 
stance in the belief that maximum 
prices are quick to become normal 
prices also. But Britain was not 
merely backing a belief that a fair 


free market price for wheat would be 
below $2.05; she was also, presum- 
ably, hoping to buy cheaper wheat 
as an outsider to an agreement which 
other importing countries have 
signed. She believes, that is to say, 
that exporters will be competing to 
sell their marginal supplies to her. 
The reason for this confidence is to 
be found in the record wheat crop 
for 1952-53, which was 7,320 million 
bushels, or some 1,500 million 
bushels more than the average for 
1945-49. The figures for the four 
principal exporters are given in the 
Table. With these impressive in- 


From World Commodity Survey, London and Cambridge Economic Service Bulletin, The Times 
Review of Industry, London, June 1953 
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WHEAT PRODUCTION 
(Millions of Bushels) 
1935-39 1945-49 £952°53 
_- average average 
Canada 312 366 688 
U.S.A. 759 1,202 1,291 
Argentina ... 222 194 285 
Australia ... 170 178 188 
463 1,940 2,452 
Source: United States Department of Agriculture. 
creases—concentrated, as can be tries together may be carrying, in 


seen, mainly in North America—the 
wheat shortage has certainly disap- 
peared. British home production 
(which meets about a third of our 
requirements) reached 97 million 
bushels in 1950, and receded to 86 
million in 1951 and 1952. 

It is, however, to the North 
American stock figures that we turn 
for an indication of a significant 
surplus. In mid-1952 Canadian 
stocks (213 million bushels on August 
1) had multiplied by three since 
1948, and were well above the 1930- 
39 average; they are likely to be 
much higher by mid-1953. United 
States stocks, on the other hand, 
were 256 million bushels on July 1, 
1952, having fallen from 425 million 
at the same date in 1950; but during 
the current year they are expected to 
rise to 575 million bushels. 


The U.S. Department of Agri- 
culture estimates that 450-500 mil- 
lion bushels is a stock large enough 
to give protection against the effects 
of a year of very low yields im- 
mediately followed by a year of 
moderately low yields. (Two really 
bad years seldom come in sequence.) 
If we allow a carry-over of half the 
size for Canada (which has about 
half as large a crop) the two coun- 





mid-1953, some 150 million bushels 
in excess of any reasonable stock re- 
quirement. But this is an excess which 
might quickly disappear. There are 
already indications that the 1953 
United States crop will be sharply 
down, with much reduced availa- 
bility for export. If other wheat crops 
were also small there would still be 
plenty for 1954, but the urgency to sell 
would be much less. 
* + * 


The British gamble therefore 
assumes reasonable luck with the 
weather. It also assumes that the 
principal exporters will not, separ- 
ately or together, restrict output or 
sales so that they may be able to 
enforce the maximum Wheat Agree- 
ment price. All the four major 
exporters control their export trade; 
and it is obviously to the advantage 
of (say) the United States Govern- 
ment to minimise any loss due to 
selling wheat below the domestic 
support price. The key to the situa- 
tion is the attitude to be taken by the 
Canadian Government to selling 
wheat to the United Kingdom at 
less than the Agreement maximum. 
To the outside observer, the advan- 
tage we have gained seems very 
doubtful. 














Let Economists Remember 
Their Terms of Reference 


By Harry D. GIpEONsE 
Formerly Professor of Economics, Columbia University 


A coop deal of modern economic 
analysis can be safely ignored in dis- 
cussions of public policy because it 
is based upon total ignorance of 
political realities or because it is 
quite explicitly rooted in assump- 
tions about politics that are prac- 
tically irrelevant. 

What shall we say, for instance, 
about the validity of the comparative 
views on ‘capitalism’ and ‘socialism’ 
of a very distinguished British econo- 
mist who assumes that a socialist 
government would be interested in 
establishing the conditions of so- 
called ‘perfect competition’ with all 
that such a concept implies in terms 
of the mobility of labour and the 
flexibility of wages ? Or what shall we 
say of a group of equally distin- 
guished ‘experts’ who sign a United 
Nations report on_ international 
measures to maintain and preserve 
‘full employment’ which incidentally 
calls for governmental changes in the 
United States that imply major 
amendments in the Federal Consti- 
tution without even mentioning the 
fact or stating its implications as far 
as the realism of the report’s con- 
clusions is concerned ? 

Is it any wonder that the econo- 
mists win all the arguments (among 
themselves) and that the politicians 
win the elections? And isn’t it about 
time to start building some new 
realistic bridges between those who 
write about policy and those who 
make it? 


An attempt to start building some 
new realistic bridges between those 
| who write about policy and those 
who make it. 


We are concerned with things as 
they are and as they have been — and, 
in the light of our experience, with 
things as they probably will be if we 
drift with the running tide and as 
they might be if we should seek to 
channel or to divert the flow of ex- 
perience. We are not concerned with 
things as they might be if human 
beings and political societies were 
recast in accordance with the re- 
quirements of some economic mathe- 
matician who wants to perfect the 
elegance of a set of equations to 
which he is devoting his life’s work. 


Trends Following War 


Let me therefore spell out briefly 
some of the things I am taking for 
granted about the running tide. 

(1) Major war intensifies economic 
nationalism. Nuclear fission and 
guided missiles may teach the politi- 
cally literate the Wendell Willkie 
lesson of ‘One World’. The very 
nature of war—or the preparation 
for war—stimulates forces that press 
for national or regional self-suffi- 
ciency. 

South America, India, or Aus- 
tralia have to get along without the 
usual British imports—and vested 
interests in domestic supply are 


From The Economic Foreign Policy of the United States, National Bank of Egypt, Cairo, 1953 
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developed which exercise an in- 
fluence over post-war policy that 
may be detrimental to other export 
interests in their own country but 
which will be effective nevertheless. 

In America, the example of the 
huge synthetic rubber industry al- 
most suffices to indicate the trend, 
with all of its implications for un- 
settlement in the Malay States or in 
Sumatra, and practically no under- 
standing politically for the inter- 
relations between the unsettlement, 
say, in Indonesia on the one hand 
and the United States quota for 
synthetic rubber on the other. 

To take other American examples 
—and to be tactful I shall restrict 
myself to them—United States ship- 
ping and shipbuilding will enlarge 
the perspective with an admixture of 
economic and national defence con- 
siderations that would baffle even an 
intelligently informed legislator who 
recalled Adam Smith’s hesitation in 
cases where national defence and 
opulence were in conflict. A glance 
at the imagination and enterprise 
with which farmers in Wisconsin 
during World War II plunged into 
the production of domestic Swiss or 
Roquefort cheese will suggest the 
intensity and the variety of pressures 
which meet the advocate of reduced 
trade barriers in a post-war period. 


Move Towards Collectivism 


(2) The second major fact about 
the running tide is the contemporary 
trend toward collectivism, which 
unavoidably reinforces the drift to- 
ward economic nationalism. 

In the United States this conflict 
in basic objectives became dramatic- 
ally clear early in Franklin Delano 
Roosevelt’s administration, when the 
conflict in 1933 between the new 
nationalist and collectivist objectives 
of the New Deal and the ‘inter- 
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national’ agenda of the World Eco- 
nomic Conference made it necessary 
to choose between Raymond Moley 
or Cordell Hull as advisers. The well- 
known result was that Raymond 
Moley won the first round, while 
Cordell Hull fought his way to the 
complete victory for his reciprocal 
trade agreements programme, after 
the national monetary programme 
had failed to bring the promised re- 
covery, and after the Supreme Court 
had invalidated the so-called ‘Na- 
tional Recovery Act’ which had 
legalised monopoly in the form of 
industrial codes designed to protect 
the interests of organised manage- 
ment and organised labour. 

The same conflict of national and 
international objectives can be ob- 
served in many European countries 
—notoriously in Britain’ where 
Labour ideology called for interna- 
tional policy objectives that did not 
tally well with the national collec- 
tivism that was enacted by Parlia- 
ment in pursuit of comprehensive 
social security and ‘full employment’ 
goals. The ensuing malaise in British 
attitudes toward European integra- 
tion is a part of our current ex- 
perience. 

It is only necessary in citing the 
extreme case of Russian experience 
to recall that the ‘Internationale’ was 
once sung as the national anthem of 
the U.S.S.R., and that autarchy is 
now so well established as national 
policy that even the travel of Russian 
troops in Central Europe is carefully 
controlled to minimise the subversive 
influence of economic or cultural 
comparisons. 

It is clear therefore that we are in 
the midst of a rising tide of economic 
nationalism. 

The pressure comes from varying 
sources but they work in the same 
direction. If we are convinced that 
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rising standards of productivity and 
rising standards of living are an 
essential condition for the preserva- 
tion and expansion of the free world, 


it is clear that the principal emphasis 


in public policy must be placed on 
such factors as may help to offset the 
present trend. 

Trade Must Succeed Aid 

Since the United States, in view of 
its political and economic leadership 
occupies a strategic position of deter- 
mining importance, American policy 
is the key to the picture as a whole. 
The principal errors of American 
economic foreign policy have been 
reversed in direction and quite con- 
sistently ever since the Reciprocal 
Trade Agreements policy was estab- 
lished in 1934. 

As a result of tariff negotiations 
which are for political reasons des- 
cribed as ‘reciprocal’ but which are 
often unilateral in outcome, and as 
the final resultant of a variety of 
monetary and price movements, 
tariffs are today less of a factor in the 
United States than they were as far 
back as Woodrow Wilson’s time. It 
is true that the balance of payments 
makes it quite clear that present 
United States exports cannot be 
maintained in the long run if much 
sharper increases in imports are not 
deliberately built into our total pic- 
ture. But it is also true that the 
notorious ‘gap’ in the balance of 
payments has been consistently 
bridged by one form of loan or aid 
after another, ranging from the 
UNNRA subsidy through the Mar- 
shall Aid to the present Mutual 
Security appropriations, and total- 
ling some forty billion dollars since 
1945. 

The structure of policies has an 
improvised character. It will ob- 
viously in the end break down if 
‘trade’ is not substituted for ‘aid’— 
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and that means either a major cur- 
tailment of American exports with 
all its American as well as world-wide 
implications—or a major expansion 
of American imports. 

While we struggle in the interval 
from one legislative session to 
another with isolationist resistance 
on the one hand and with defence 
preoccupations on the other, it is 
essential to perspective to note that 
the requirements of political peda- 
gogy have been matched by the 
political inventiveness of our leaders. 

If any one had predicted at the 
time of the Potsdam conference, that 
the United States Congress would 
vote forty billion dollars in various 
types of ‘aid’ in the next seven years, 
he would have been regarded as an 
incorrigible optimist. The record 
justifies reasonable optimism about 
the ultimate outcome if persistent 
efforts are made to operate on the 
basic maladjustment in trading poli- 
cies. There are stubborn political and 
economic obstacles in the way, how- 
ever, and a better understanding 
abroad of the political framework in 
which economic policies are deter- 
mined in the United States may help 
to facilitate the removal of these 
hurdles. 

* * * 

Economists who develop ‘full em- 
ployment’ plans with assumptions 
about executive co-ordination of 
fiscal and monetary powers are en- 
gaged in intellectual ‘make work’ 
that is empirically irrelevant to the 
American political scene. They also 
overlook the basic fact that dispersed 
economic and political controls are 
the most enduring safeguard of a free 
society. This political and moral 
conception is the heart of the abiding 
American concern with the economic 
objective of maintaining and pre- 
serving competitive conditions. 





The Sociologist and the Politician 


By GUNNAR MyRDAL 
Executive Secretary, Economic Commission for Europe 


| This article may well be read as 
| complementary to that of Dr Harry 
| D. Gideonse on page 309. 
In order to exert influence on 
society, social scientists must not only 
master the art of writing well and 
forcefully, and sometimes do so in 
terms so simple that we can be under- 
stood by the general public, but also, 
at other times, become so involved 
and intricate that we cannot possibly 
be followed by others than our peers. 
To sociologists it is a commonplace 
that orderly society is founded upon 
a lot of inherited magic, some of 
which is functional, i.e. useful for a 
purpose. In old times we kept our- 
selves socially distinguished from 
ordinary people by the academic 
dress which is now reserved for 
solemn occasions only. Our hallmark 
is learnedness; it is an _ essential 
instrument of our profession and we 
must always merit its popular recog- 
nition. 


Landmarks in Social Science 


The policy of Keynes was not new 
and it canvery well be developed on a 
couple of pages. It was the mass- 
unemployment in the ’thirties which 
created a receptive climate for the 
idea, but it was his big volumes and 
the large outburst of learned litera- 
ture following his own books which 
gave it weight. 

After the success of his first 
polemical pamphlet, Maithus felt 
that he needed heavier armour and 


went into painstaking empirical re- 
search. 

When Ricardo spoke in the House 
of Commons where he was an inde- 
pendent member or elsewhere pro- 
nounced himself in general terms on 
policy issues, his prestige basis was 
partly some very involved reasoning 
which became patently demonstrated 
in his rather inaccessible Principles. 

The Communist Manifesto contained 
all the dynamic ideas of Marxist 
scientific socialism, but it was only 
the bulky and unwieldy Das Kapital 
which could form the bible for the 
fateful political doctrine. 

And, to take still another example, 
the long series of public inquiries and 
local surveys over conditions of life 
and work among the poor, which 
have been carried out in Britain 
since the first half of the last century 
and which have been the basis for 
the development here of empirical 
sociology: even if their main and 
very considerable policy importance 
was the simple one of compelling 
recognition of inequalities and 
wrongs in society, it was the amassing 
of data which gave credence and 
status. 

The writings I have referred to 
have all been landmarks in the 
growth of the social sciences. 
Malthus’s thoughts on population 
were destined to become the basis 
for the classical economic theory of 
distribution and economic develop- 
ment, mainly via their consequences 
for land rent and wage theories. 
Marx’s writings and the century-long 
discussion they inaugurated have had 


From Address to British Sociological Association’s Conference, London, 1953 
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deep and lasting influence on all the 
social sciences and particularly on 
historians’, sociologists’ and econo- 
mists’ attitude to social stratification, 
social development, and_ business 
fluctuations. Even if there had never 
been a political movement inspired 
by his ideas and, indeed, quite apart 
from it, he would have his place in 
the history of social sciences. In more 
recent time, the new approach to the 
economic processes which is associa- 
ted with the name of Keynes has 
gradually reshaped our entire eco- 
nomic theory. 

At the same time, these elements 
in the development of the social 
sciences have all had very important 
repercussions on public opinion and 
on social policy, and this is what con- 
cerns us here. In one sense of the 
word this influence of the social 
sciences on social policy can be called 
ideological. When addressing them- 
selves to the public, the social 
scientists have always appealed to 
people’s rationality. The argument 
has been directed against social 
superstitions and narrowness in 
people’s point of view. In doing this 
the social scientists have carried on 
the most glorious tradition of the 
Enlightenment. 


Value of Continuous Discussion 


And as there has never been 
unanimity among the social scien- 
tists, least of all in the realm of those 
general ideas: what the public has 
been confronted with has been a 
continuous discussion—a discussion 
above opportunist party lines, taking 
the longer and broader views, per- 
formed mostly by persons whose 
sheltered and, in our countries, dis- 
tinguished, academic positions have 
assured them liberty of thought and 
expression. This discussion of broad 
issues carried on by the independent 
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social scientists has, I believe, a very 
essential function to fulfil in our type 
of democracy. To a considerable 
extent, it has continuously given a 
voice also to the unpopular ideas. 
And it has assured a disposition and 
a momentum for change in people’s 
thinking about Society, and pre- 
vented Gleichschaltung which is such a 
deadly danger in every state. 

We will perceive more clearly the 
role of the social scientists in demo- 
cratic society if we realise what a 
very different sort of institution the 
elected assembly is as a forum for 
discussion of social issues. The poli- 
ticians can only to a limited extent 
be men of ideas. Their specific status 
is uncertain and temporal in nature. 
It is derived from the assent of the 
public, awarded for a limited time. 


The Politician’s Context 


Politicians’ primary aim must 
always and rightly be power; for if 
they do not win and retain power all 
their strivings come to naught. 
Political action is collective, and also 
for this reason politicians must, to be 
successful, make a principle of com- 
promising their opinions. More often 
than not a political agreement is 
made possible only by leaving the 
motivation blurred. The member of 
a parliament and, even more, of a 
government must get accustomed to 
being praised and criticised for 
collective actions which he has tried, 
but not succeeded, to prevent, and 
for which he has then to stand, and 
perhaps to take primary responsi- 
bility. 

The politicians must develop a 
relish for living intensively in the 
present moment and letting its acci- 
dental constellation of circumstances 
dominate their perspective. They 
have to watch carefully that they do 
not elevate themselves more than a 
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tiny inch above the short and narrow 
view, the popular aggressions, the 
ingrained prejudices. In _ general 
political leadership in a democracy 
implies keeping oneself at the head of 
the flock wherever it is drifting. Hold- 
ing political power means, therefore, 
relinquishing largely any real in- 
fluence on the course of events. 
When we realise these institutional 
facts conditioning the politicians in a 
democracy, we should not wonder 
that so many of them only render a 
thoughtless reflex of the ripples on 
theJsurface of the wide sea of public 
opinion. Neither should it surprise us 
that some politicians even become 
demagogues, recklessly exploiting 
the aggressions and the prejudices of 
the multitude for their own benefit. 
The thing to be explained is rather 
that so many politicians develop real 
leadership, that they succeed con- 
tinuously to take the longer view 
without losing power, and that they 


can strive, not only to give the elec- 


torate an articulate voice, but 
gradually to educate it. This happens 


ECONOMIC DIGEST 


more often in a country like Britain 
where the general level of political 
culture among the people is high, 
where the political life is organised 
by a stable system of parties, corres- 
ponding to real differences in long- 
range ideals and interests, and where 
in the parliament a tradition of 
statesmanship has developed over 
the centuries and become cherished. 


Ultimately it is based on the 
presence of general ideals and a desire 
for rationality among the public at 
large. The honest and responsible 
politician, striving against all the 
odds of his profession, can contribute 
greatly to raising the intellectual 
level of the public upon whose sup- 
port he depends, and this should not 
be denied. But the steady pedagogi- 
cal urge to rationality in political 
questions must be provided largely 
by people who have their status inde- 
pendent of the general public and 
for this reason can afford not to 
sacrifice long-range influence for 
immediate power. 


T.U.C, CONDEMNS ‘SHARES THAT HIDE THE DIVIDEND’ 


Issues of shares of no par value are a device to hide what is happening inside public com- 
panies and to camouflage the payment of excessive dividends. This is what the T.U.C. 
General Council have told a Government Committee which is examining the question of the 
issue of Shares of No Par Value. 

The T.U.C. General Council believe that the issue of such shares would create suspicion 
among workpeople. And they draw the attention of the committee to the danger to which the 
Chief Registrar of Companies (Winding-up) referred in his evidence to the 1944 Cohen 
Committee on Company Law Amendment: ‘If trouble with workpeople or trade unions is 
expected owing to some dividend, the company has only to subdivide its shares, say each into 
two, and then the dividend will be halved . . . though each shareholder will receive exactly 
the same sum’. 

In their observations the T.U.C. General Council stress that it is the view of the trade union 
Movement that if a company wishes to pay what appears to be an unusually high dividend, 
the directors should be ready to explain the reasons to their employees and not seek to conceal 
their actions by such devices as the manipulation of no par value shares. 

The General Council also take into account such technical objections to the issue of shares 
of no par value as the possibility that money received for these shares might be used for divi- 
dend payments instead of being credited to the capital account. 

As a final point the General Council throw strong doubts on the validity of claims that no 
par value shares would be less likely than par value shares to mislead ordinary investors about 
the earning power of particular companies. 


From Industrial News, Transport House, London, May 29, 1953 





ECONOMIC GOMMISSION FOR EUROPE advises on 
Europe’s Iron and Steel Chances 


NOTWITHSTANDING the leading role 
of the world level of economic activ- 
ity in determining over-all steel 
demand in under-developed regions, 
‘Western European steel-exporting 
countries have a major responsibility 
if they wish to promote the long-term 
development of steel consumption in 
these regions’. The share of Western 
European exporters in meeting the 
steel requirements of importing 
countries ‘will be affected by the 
steps they take to improve their 
competitive position’. 

Western European steel exporting 
countries should: (1) offer stable 


the utilisation of their products; and 
(7) foster economic development in 
the less developed countries. 

The economies of the under- 
developed countries depend mainly 
on the level of demand for their 
primary products by industrialised 
countries. Thus, ‘in the last resort, 
the over-all level of steel consump- 
tion in less developed areas is de- 
pendent on the policies of the indus- 
trialised countries’, both in main- 
taining high employment and pro- 
duction at home and in carrying out 
a planned policy of investment to 
expand the enormous potential de- 


The value of steel exported by European countries to non-Euro- 
pean countries exceeds $1,250 million a year, a further $360 
million being accounted for by intra-European trade. Western 


European exporters, who enjoy from 60 to 80 per cent of the world 
trade in steel ‘will have to modify their price and market policies’ 
uf they are to increase or even maintain demand. 


supplies particularly to ‘regular’ 
customers (by being prepared to 
meet home and maximum foreign 
requirements and by offering long- 
term contracts); (2) reduce produc- 
tion costs by various means (in- 
cluding sound competition and 
proper use of raw materials); (3) 
charge reasonable and stable prices 
based on production costs: (4) dis- 
courage speculative stocking and 
dumping and the disruption of the 
market by unnecessary intermedi- 
aries; (5) provide credit and pay- 
ment facilities when necessary; (6) 
improve sales organisations and ex- 
pand technical help to customers in 


mands for steel and steel products in 
those less developed areas whose pur- 
chases depend upon their obtaining 
means of payment for all types of 
capital equipment. 


Practices Criticised 


Two past practices of some Euro- 
pean steel exporters are open to 
criticism: that of selling for sky- 
rocket prices in times of high demand, 
and that of cutting down supplies to 
regular customers to meet excep- 
tional demands of irregular custo- 
mers. These policies, if continued, 
can kill the goose that laid the 
golden egg. 


From European Steel Exports and Steel Demand in non-European Countries, E.C.E., Geneva, 
May 21, 1953 
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“The practice of charging what the 
market will bear in times of high 
demand is undesirable for a number 
of reasons. First, the steel importer 
obviously suffers. Secondly, high 
steel prices tend to discourage the 
development of steel-consuming in- 
dustries, on which the steel producer 
depends for his markets. Thirdly, 
from the point of view of the steel 
producer a considerable proportion 
of the abnormal profits earned is 
taxed and cannot always be used to 
compensate for subsequent losses 
(from selling below cost when de- 
mand is low). Fourthly, an inevitable 
consequence of high prices is the 
inducement offered to steel import- 
ing countries to set up their own 
steel works, even if conditions are not 
favourable and production costs 
high. In the long run the steel 
exporter is liable to suffer as much as 
the steel importer.’ ‘Prices which are 
too low and entail selling at a loss are 
also detrimental to the steel pro- 
ducer and, in the long run, to the 
steel importer.’ 

‘In the interests of both exporters 
and importers of steel and, in par- 
ticular, to promote increased steel 
consumption in the world and en- 
courage modernisation and enlarge- 
ment of steel producing capacity 
greater stability of prices on the 
world market should be achieved— 
it is not believed that the re-estab- 
lishment of a steel cartel would be a 
desirable solution of this problem.’ 


Policy for Monnet 


The countries participating in the 
European Coal and Steel Com- 
munity controlled 62 per cent of the 
world’s steel trade in 1951, when the 
United Kingdom and the United 
States handled 28 per cent. While 
the U.S. steel export prices have re- 
mained since 1948 ‘in strict relation 
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to production costs’, and the U.K. 
prices were ‘kept reasonably stable, 
while following the general world 
trend’, Belgium and Luxembourg 
exporters ‘had a leading influence on 
price levels, which the Western 
German and French _ exporters 
generally followed’. For example, 
when as a result of the Korean war, 
steel was again in great demand, 
Continental export prices nearly 
trebled within a year. 

‘The bodies set up within the 
framework of the European Coal and 
Steel Community (in particular the 
High Authority and the Consultative 
Committees), acting in consultation 
with importing countries, should de- 
fine and implement a _ long-term 
policy designed to maintain reason- 
able and relatively stable export 
prices, in line with internal prices 
and closely related to production 
costs rather than temporary fluctua- 
tions in demand. What was difficult 
to achieve when countries acted inde- 
pendently may now be feasible as a 
result of the creation of the European 
Coal and Steel Community. A 
freely accepted policy of this kind 
could be strengthened by the con- 
clusion of longer-term agreements or 
contracts and by the acceptance of 
firm orders with more than three to 
four months delivery dates. Measures 
might also be taken to induce the 
suppliers of steel-making raw mater- 
ials to adopt similar policies. Long- 
term arrangements are not easy to 
work out, particularly in the case of 
steel, but efforts on these lines, with 
adequate safeguards for the interests 
of exporters and importers, should 
now prove fruitful.’ 

For their part, ‘steel-importing 
countries should understand that 
they would, in the long run, benefit 
from such a policy and they should 
consider more seriously than they 
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have hitherto, the possibility of 


entering into long-term agreements 
with individual suppliers or groups 
of suppliers’. 


Less-Developed Areas 


The Study also stresses the great 
influence of governments in the less- 
developed areas in promoting the 
growth of steel consumption through 
the mobilisation of as large a share 
as possible of the national income for 
investment purposes, to promote 
sound development and industrialisa- 
tion schemes and to attract foreign 
capital, either public or private. The 
growth of steel consumption will 
similarly be ‘directly influenced by 
the measures these governments take 
to ensure the abundant, regular and 
cheap supply of steel necessary for 
the economic development of their 
countries’. Specifically, they ‘should 
not discourage the use of a basic 
material essential to economic de- 
velopment by imposing custom duties 
or sales taxes or permitting other 
excessive distribution costs to be 
added to the price of steel’. 


A large proportion of steel im- 
ported into Latin America and Asia 
and the Far East passes through the 
yards of stockholding merchants, in 
some countries, particularly when it 
is scarce, going through the hands of 
many intermediaries before reaching 
the consumer and thereby producing 
a further inflation of the final price. 
Cases are known of steel being re- 
sold at twice, or more, the landed 
cost. ‘In order to give the govern- 
ments of importing countries means 
of judging the reasonableness of steel 

rices when they issue import 
tome steel exporters should give 
more publicity to their average 
quotations as well as to current 
freight rates for steel products.’ 
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Marketing Policies Queried 


Many European steel firms could 
‘profitably expand and improve’ 
their sales organisations, and tech- 
nical help given by American ex- 
porting firms to their customers in 
the utilisation of their products ‘often 
given them a definite advantage over 
their European competitors who, 
apart from a few exceptions, have 
not done much in this field’. 

A properly conceived export policy 
will be concerned not only with 
avoiding wide price fluctuations but 
also with keeping regular customers 
by providing them stable supplies. 
Since the war, under-developed areas 
and certain Commonwealth coun- 
tries have not been able to meet their 
steel requirements; therefore their 
plans for economic expansion could 
not be carried out. “This steel short- 
age has been the result not only of 
over-all world scarcity but also of a 
reduction in exports from traditional 
exporting countries, which have 
given priority to their home require- 
ments or diverted their exports to 
markets where they could tempor- 
arily get better prices or obtain 
favoured currencies. Not only could 
the required quantities not be pro- 
cured, but the tonnages that were 
procured had often to be paid for at 
very high prices. This encouraged 
the building up of new steel indus- 
tries, some of which were not always 
strictly justifiable on long-term eco- 
nomic grounds.’ Exporters should 
resist the ‘temptation’ in times of 
high steel demand, to cut down 
deliveries to traditional importing 
countries in order to meet the 
additional demand of ‘irregular’ 
markets, and importing countries 
should give ‘serious consideration’ to 
the possibilities of ensuring future 


concluded on page 322 
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DUNLOP RUBBER COMPANY 
FACTORS AFFECTING TURNOVER 


The Fifty-fourth Annual General Meeting of the Dunlop Rubber Company Ltd, 
was held on June 15th in London. 


The Rt. Hon. LORD BAILLIEU, k.8.8., c.m.c., the Chairman, in the course of his 
speech said :— 


The change to a buyers’ market in this country and abroad has been directly reflec- 
ted in the Report and Accounts for 1952 in the following ways: 


The volume and value of our trading was reduced, reflecting a reduction of ap- 
proximately 27 per cent in our net balances from trading; the investment in inventories 
was substantially reduced; there was a considerable reduction in our working capital re- 
quirements, notably in the form of bills and overdrafts; the margin of profits on which 
our Group operated in 1952 was lower. 


The Group turnover for 1952 at £250 million was £34 million less than in 1951. It 
was, however, £53 million greater than the turnover for 1950 at £197 million. I think 
it is important in considering those movements to remember that the years 1950 and 
1951 were the years of peak inflation when prices of our main raw materials were abnor- 
mally high and that in 1952 those prices fell sharply. It is in that setting that we have to 
view the results and these changed conditions created many difficulties and problems for 
the management of your Company’s affairs. The reduction in turnover was due to lower 
selling prices of many of our products and also to a slight reduction in the volume of 
goods sold. 


LOWER PROFIT MARGIN 


The lower margin of profit again directly reflects the conditions existing in 1952 
both here and abroad. Profit for the year was at 4.7 per cent of turnover before charging 
tax and 1.9 per cent after tax. This is lower than the margins earned in 1951 and con- 
siderably lower than the figures for 1950, namely 9.2 per cent and 3.4 per cent respec- 
tively. Out of this margin we have to provide a reasonable return to shareholders and a 
sufficient allocation to reserve to maintain our productive capacity and volume of business. 
In 19$2 tax provision was £ 5,275,000 and the reserve allocation was £520,000. 


We seem at last to be shaking ourselves free from the controls and restrictions and 
the negative thinking which is so often generated by a long war. Controls and licences 
are being progressively removed; shortages over a wide field of raw materials and of 
consumer and capital goods seem to be slowly disappearing; industry and the individual 
are being thrown more upon their own resources. 


The growing freedom we enjoy and the incentives now appearing just above the 
horizon are a further call to industry to continue in its task of increasing its own effi- 
ciency and of making its full contribution to the national need. 


As we have consistently done since the close of the war, we must continue to seek 
every opportunity of increasing turnover and exports, of raising productivity, of achiev- 
ing greater efficiency and lower costs and re-awakening in its widest interpretation the art 
of salesmanship. 


If we succeed we shall be putting real value value into the pound sterling; we shall 
be helping to re-create a stable and solvent Britain. 


The report was adopted. 

















Transport Policy and Investment 
in Roads 


BY ProressoR GILBERT WALKER, MICHAEL BEESLEY, AND ALAN WATERS 
(University of Birmingham) 


Tue growth of road traffic is con- 
ditioned by three sets of factors 
which may conveniently be labelled, 
‘fundamental’, ‘fiscal’, and ‘insti- 
tutional’, 

Fundamental factors comprise ris- 
ing real income a head and develop- 
ments in technology in the transport 
industries. Rising real incomes are 
associated with a more than pro- 
portionate increase in the demand 
for road transport, because of the 
growth of private motoring, and be- 
cause of the increased demand for 
durable consumer goods and their 
components, which are most con- 
veniently transported from factories 
by road. 

In making our forecast (see table) 
we assume that the real disposable 
incomes of persons will grow steadily, 
and that there will be no big changes 
in the distribution of income. Pro- 
gress in methods of production has in 
recent years been much more rapid 
in the road-vehicle building indus- 
tries than in any other transport 
industry, with the possible exception 
of aircraft. 

There is little sign that the future 
pattern will be different. Impressive 
innovations in road-vehicle manu- 
facture have arisen in spite of, rather 
than because of, existing road capaci- 
ties. Whatever the future level of 
investment in the roads themselves, 
progress in the design and construc- 
tion of vehicles and in organisation 
can certainly be expected to con- 
tinue. 


The fiscal factor comprises indirect 
taxation. Among transport indus- 
tries, indirect taxation has, especially 
in the post-war years, increasingly 
discriminated against road transport; 
for example, the rate of tax on motor 
fuel has jumped from gd. a gallon in 
1949 to 2s. 6d. a gallon in 1952. But 
political pressure is now building up. 
This particular trend may now be 
stopped ; and it is assumed that there 
will be no further increase in the 
rates of indirect taxation on road 
transport. 


Road versus Rail 


Institutional factors arise out of 
attempts by Governments to solve 
the problem of competition between 
road and rail. These attempts have 
hitherto failed mainly because the 
essential features of the structure of 
railway rates have been left undis- 
turbed. But all this may be changed. 
Transport policy is now aimed at 
‘co-ordination’ through competition. 
The Transport Act of 1953 permits 
the railway to charge rates with 
neither condition nor limitation. 

With a prospect of reinvigorated 
competition, we may fairly assume 
that railway rates will be so changed 
that the price of railway transport 
will come closer to the costs incurred. 
It is further to be expected that the 
railways, besides lowering rates where 
costs permit, will also deliberately 
aim at ridding themselves of un- 
profitable traffics, stations and lines. 

The result of such a policy seems 


Extract from article in Westminster Bank Review, London, May 1953 
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clear. Most short-distance traffic is 
carried by rail at a very high cost and 
at rates which cannot possibly cover 
the costs. Railways can have no 
interest in retaining this traffic, and 
if it is to be handled by road, more 
buses and coaches, vans and lorries 
will be required to carry short-dis- 
tance traffic in passengers and 
merchandise. 


Railways’ Possible Gains 


It is questionable whether, if rates 
are brought nearer to actual costs, 
the railways will thereby gain much 
at the expense of road transport in 
respect of long-distance traffic. So far 
as passenger traffic is concerned, the 
railways, it is true, have a big reserve 
of competitive power. A diagram 
recently published by the British 
Transport Commission indicated that 
the average cost of carrying a pas- 
senger by main-line express might be 
as low as $d. a mile. The fare recently 
established by the Transport Tri- 
bunal is as high as 13d. a mile. 
Regular long-distance coach services 
would be fatally undercut by an 
express fare of, say, #d. a mile, or 
less; but the whole of such traffic 
must be small indeed compared with 
the number of passengers who still 
use the alternative railway services. 





Private Cars cs we 
Motor Cycles fea = 


Goods Vehicles 
owned vehicles, tramcars, etc.) 


Total 





NuMBer oF Moror VEHICLES—GREAT BRITAIN 
(thousands) 


Hackneys, omnibuses and coaches 


Other Vehicles (tractors, Government- 


Source (1938 and 1951): Ministry of Transport. (1965): Forecast. 
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Gains by the railways in respect of 
long-distance goods traffic are also 
likely to be small. This is partly be- 
cause the location of industry—with 
factories farther and farther from 
railhead—tends to become increas- 
ingly unfavourable to _ railways. 
Moreover, manufacturers consist 
more and more of the types of goods 
(e.g. machinery, durable consumer 
goods, processed foods) that are 
physically better suited to road trans- 
port. In sum it seems that the results 
of changes in railways rate will be 
such that the roads will gain more in 
short-distance traffic than they will 
lose in long-distance traffic. 


Six Million Road Vehicles? 


The number of vehicles registered 
in 1938 and 1951 is set out in the 
table below; and, alongside these 
figures, there is placed our best guess 
at the numbers which we think will 
be needed to handle the traffic of 
1965. 

But provided there is no alteration 
in the law seriously disadvantageous 
to road transport (and there should 
perhaps be included in that category 
the possibility of re-nationalisation 
by a Government determined to 
‘integrate’ as a means of saving the 
existing fabric of the railway ser- 








1938 = 1951-1965 
1,944 2,380 3,220 
462 848 g6o 
88 136 210 
495 934 1,300 
105 359 321 
3,094 4,657 6,111 
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vices), the number of vehicles needed 
to deal with the traffic cannot be less 
than 6,100,000. 

In reaching this figure there has 
been taken into account the changes 
in the number of vehicles from 1938 
to 1951. Allowance has also been 
made for any particular conditions 
affecting the rate of change, such as 
the depressed state of trade in 1938, 
the change in the distribution of in- 
come and the fact that new small 
cars were not available in 1951. This 
forecast is lower than some others, 
but those have been based on extra- 
polations of past rates of change and 
no adjustment has been made for the 
economic factors affecting future 
growth. 

All these estimates and forecasts 
are necessarily speculative, but no 
forward planning of a construction 
so elaborate and expensive as a 
highway system can be undertaken 
unless the planners know what they 
are supposed to be planning for. 
These calculations of future traffic 
and numbers of vehicles represent the 
least that must be attempted if an 
assessment is to be made of the value 
to the country of investment in 
roads. 


Roads as Investment 


Judged by any ordinary business 
standards, increased investment in 
roads would show a handsome rate 
of return. Many estimates have been 
made based on existing traffic flows, 
the rate of return being measured in 
terms of the saving on vehicle main- 
tenance, petrol, tyres, time, etc. 
These calculations are difficult be- 
cause precise estimation of all the 
items involved is clearly impossible. 
They are nevertheless impressive. 

To quote one example :—The con- 
struction of 59 miles of motorway 
from Warrington to Keer Bridge in 
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Lancashire would cost approxi- 
mately £12} million. The conse- 
quent saving in the operating costs of 
vehicles using this route is put at 
£1,300,000 a year.* This is a return 
of over 10 per cent with existing 
traffic. As traffic grows, the return to 
be earned, expressed as a return on 
the initial investment, becomes even 
more spectacular. 

But success or failure in proving a 
good rate of return has, of course, not 
been a determining factor in deciding 
the level of road investment. When 
there is a high level of employment 
—and this is the context in which the 
problem of road investment must be 
placed—one must consider the alter- 
native uses to which road-building 
resources might be put. It is a ques- 
tion of deciding what sacrifices must 
be made in order to embark on a 
road construction programme. This 
problem has been quite neglected; it 
is high time it was faced. 


Roads or Houses? 


To meet an expenditure on high- 


ways, resources must be diverted 
from other uses. Obviously a fairly 
widespread labour force would be 
required. Machinery suitable for 
road building would have to be 
diverted from other industries. Some 
labour might be available, directly 
or indirectly, as a result of closing 
small railway stations and branch 


* lines. But the main rival to the roads 


as a claimant upon the limited re- 
sources of the construction trades is 
the building of houses and other non- 
industrial premises. Owing to the 
technical requirements of different 
soils, and differences in the weights 
of traffic, estimates of the cost of 
highway construction vary from one 
-*C. T. Brunner and James Drake. “The 
Place of a Modern Road System in the 
National Economy.’ 











322 


part of the country to another. Esti- 
mates for the country at large can be 
very misleading. But the average cost 
is probably in the region of £240,000 
a mile. 

Suppose the Government were to 
launch now a programme of con- 
structing 200 es of new highway a 
year; what would this cost in terms 
of houses forgone? At £240,000 a 
mile, 200 miles of road would cost 
£48 million a year. Houses cost, 
again on the average, £1,800 each; 
£48 million a year consequently 
represents about 26,700 houses, 
which is only 11 per cent of the 
number of new houses completed in 
1952. The total number of houses 
built, after reduction by 26,700, would 
still be about 214,000, a total well 
above the 195,000 completed in 1951. 

Houses are eminently desirable, 
but not to the exclusion of every other 
use to which the resources of the con- 
struction trades can be put. The 
value of a road construction pro- 
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gramme has to be measured in terms 
of the improvement to the efficiency 
of the transport system; its cost can 
be assessed in terms of what must be 
forgone if resources are used in build- 
ing roads rather than, for example, 
houses and new Government offices. 

These comparisons have to be 
made; and it is only the Government 
that can finally make a calculation 
accurate enough to serve as a founda- 
tion for policy. We have attempted, 
in the few crude estimates which are 
all that private inquirers can achieve 
with the resources at present avail- 
able to them, to show where the 
economic comparisons of a little 
more or a little less may be leading. 
When more accurate assessments 
come to be made it will be found, we 
are sure, that many of the exag- 
gerated fears about the impact of a 
road building programme on the 
economy will be dispelled, and the 
way will be cleared for a progressive 


policy. 








EUROPE’S IRON AND STEEL (continued from page 317) 


supplies by long-term arrangements 
with traditional exporters. 

In the last two years not much 
competition has been encountered in 
the world steel market. But this 
situation is rapidly changing and 
‘Europe’s ability to maintain or im- 
prove its present position on the 
world steel markets will depend 
essentially on its ability to produce 
steel of proper quality at low cost’, 
Although a great deal of progress has 
been made in Europe since the war, 
much remains to be done, especially 
in view of the continuing progress of 
Europe’s main competitors. 

‘The profound changes in the 
organisational structure of a large 
part of the Western European coal 
and steel industries present at least 
an opportunity to tackle many of the 


problems which international col- 
laboration has so far been powerless 
to solve. If this opportunity is taken, 
it is not unduly optimistic to believe 
that Europe will again, as before the 
war, be able to supply 80 per cent or 
more of the import requirements of 
Africa, Asia and Latin America.’ 


‘Domestic requirements in the 
Soviet Union and Eastern European 
countries are likely to preclude the 
export of substantial quantities of 
steel in the next few years, except to 
each other and to China. ... When 
the Soviet Union and Eastern Euro- 
pean countries have fulfilled their 
steel expansion programmes, they 
may be in a position to divert sub- 
stantial tonnages for export to the 
world market. 
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The Pig Cycle 


BY G. R. ALLEN 
Agricultural Economics Research Institute, University of Oxford 


Statistics of pig production are 
available for Great Britain from 1867 
onwards; wholesale prices for pork 
and bacon can be obtained from the 
same date, and for pork and bacon 
pigs from 1904. These statistics re- 
veal fluctuations in pig prices and 
output, prices moving inversely to 
production. 

From about 1895 until the intro- 
duction of the Pigs Marketing Board 
in 1933 the cycles lasted some four 
years on average. Even after the 
Pigs Marketing Board was estab- 
lished, the cycle was by no means 
completely eliminated and failure 
to take satisfactory account of its 
influence was undoubtedly one 
reason for the early difficulties of the 
Board. 

The economic wastes of the pig 
cycle are well known. Apart from 
the disturbing effects on farmers’ ex- 
penditure and receipts, the cycle has 
raised costs of marketing pig pro- 
ducts, especially those associated with 
bacon curing. Factory facilities 
needed to cope with deliveries at the 
top of the supply cycles have been 
only partly used at other times, and 
have been greater in total than the 
amount which would have been re- 
quired if the fluctuations had been 
ironed out to the average level of 
production. 


More pigs, lower price 


On the academic level the detailed 
anatomy of the cycle still remains to 
be analysed, but the main influences 
are clear enough. 

When farmers find that pig feeding 


has increased in profitability, they 
begin to expand production. Expan- 
sion may occur by reducing sales of 
sows as meat, and using to capacity 
the useful available sows. But ex- 
perience shows that it has been usual 
to increase the number. 

The first result of retaining an in- 
creased number of gilts is that of re- 
ducing the immediate supply of 
pig-meat. Some months must elapse 
before there is any increase in the 
supply of weaning pigs, and the 
usual period before supplies begin to 
increase falls between a year and 
fifteen months. 

When an appreciable increase in 
pork or bacon pigs is presented to 
markets it has to be sold at prices 
less than those which had led farmers 
to expand production, so they find 
that the profit expected is not made. 

At the same time, partly at least 
because of the increased number of 
pigs, bought feeds are more expen- 
sive than they were when the expan- 
sion started. Pig production now 
appears to be less profitable. The 
results are a reduction of new addi- 
tions to breeding stocks with some 
addition to supply of the coarser pig- 
meat, but, with the fall in the avail- 
able sow population, ultimately a 
fall in fat pigs available for sale. This 
leads to a revival of pig prices, and 
with less pressure of pig populations 
on the feeding-stuffs markets bought 
feeds become relatively cheap. 

Thus the cycle is completed. Pig 
production again appears profitable, 
and another cycle starts automatic- 
ally. History shows that this process 


From Pig Breeders’ Gazette, Spring 1953 
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has been repeated time and time 
again, and that the pig cycle might 
be regarded as being inherent in the 
system of production. 

But, somewhat strangely, a simi- 
larly marked regular cycle has not 
appeared in some other cases of 
short-period production, such as 
eggs. 

The essence of the problem is as 
follows. At any particular time there 
could exist a cost-price relationship 
facing pig breeders and feeders which 
is conducive to stable production. 
Should this relationship be disturbed, 
fluctuations are started which may 
well be self-perpetuating, so that 
under a freely competitive system 
there would be no tendency to return 
to a position of stability. The forces 
maintaining the cycle are, in a sense, 
internal to the pig industry itself. 


Changing factors 


In practice, the very regular cycle 
which the foregoing analysis may 
have suggested is not found, although 
distorting influences in no way 
obliterate the evidence of the basic- 
ally consistent pattern of events. Ex- 
ternal disturbances, which contribute 
to the continuance of the cycle, also 
intervene so as to modify its varia- 
tions. 

For example, a change in price of 
fat pigs which would normally have 
resulted from a variation in pig pro- 
duction might be offset or accentua- 
ted by a shift in purchasing power. 
The fall in pig prices from 1929-1931 
was partly the result of increased 
supplies of pig meat, but can un- 
doubtedly be partly explained by the 
serious fall in effective demand 
following from the increasing eco- 
nomic depression of those times. 

A rise in purchasing power in the 
period 1935-40 led to a rapid rise in 
the price of pigs at a time when pig 
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supplies were stable or only slightly 
falling. 

On the supply side, sudden varia- 
tions in feed costs, as a result of 
changes in grain production from 
year to year, might modify the cycle. 

In the United States, the pig cycle 
has always been very much in- 
fluenced by the size of the maize crop 
available for use as feed. Further, the 
size of the maize and barley crops in 
the western hemisphere has been an 
important influence producing 
changes in imported feed prices for 
western Europe. 

This has been an even greater 
influence in Denmark, Holland, and 
Ireland than in this country. 


Effects of imports 


Other influences can be noted 
through imports, since imported sup- 
plies have played a very great part in 
determining pork and bacon prices 
in this country. Variations in the 
amount of imported pig meat might 
themselves be the result of the cycles 
in exporting countries or arise be- 
cause of changes in purchasing power 
there. 

For example, the rapid increase in 
imports from 1929-1931 was largely 
the result of an increase in available 
supplies in Denmark, due to the 
upswing of the cycle there. Again, 
especially before the Ottawa Agree- 
ment, the variations in supplies 
available from Canada were very 
much influenced by the ease with 
which pig meat might be sold in the 
United States. The receptiveness of 
the United States market would itself 
depend firstly on the interval level of 
purchasing power and secondly on 
the stage of its pig cycle. 

We may summarise the situation 
as follows :— 

1. At any point of time there exists 
a relationship between costs and re- 
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ceipts which will keep production 
and, so, prices of pigs stable. Even if 
this stable position is attained it can 
be easily disturbed by one of many 
factors, and, once disturbed, past ex- 
perience does not suggest that sta- 
bility will be regained. 

2. The self-perpetuating cycles 
which are started up draw their 
energy from conditions within the 
industry, and it is not necessary to 
consider external factors in order to 
get a satisfactory explanation of the 
basic phenomena. 

3. External factors are important, 
however, both in modifying the cycle 
and in disturbing any achieved posi- 
tion of stable production. In the past 
some of these influences have occur- 
red through the medium of the 
international markets for both pig 
feeds and pig meat, so that the pig 


cycle can be regarded as an interna- 
tional problem. There have been two 
main primary influences, firstly 
changes in purchasing power associa- 
ted with changes in the level of eco- 
nomic activity, and secondly fluctua- 
tions in the price of feeding stuffs, the 
extent of the fluctuations being 
largely the result of yield variations. 
Any scheme to deal with the pig 
cycle must ensure that prices and 
costs are, in the first instance, of such 
a level and relationship as will not 
cause any tendency for production 
to expand or contract except in rela- 
tion to demand. Then, if in any way 
the cost-price ratio should cease to 
be the relationship which should 
maintain stability of production, 
neutralising adjustments in either 
costs and/or prices should occur. 


SUBSIDIES FOR U.K. AGRICULTURE 


The following information was given in the House of Commons in answer to the request of 
Mr Ellis Smith for the total sums allowed by the State for the agricultural industry during the 
years 1935, 1938, and each post-war year; the subsidies allowed and in what respect for the 
year 1938; and the average for each post war-year and the latest figures. 


Education and Other 
Subsidies Research Expenditure Total 
wee £ £ £ 
1935-36... 5,836,000 799,000 2,249,000 8,884,000 
1938-39 ... 6,798,000 944,000 2,888,000 10,630,000 
1946-47 ... 27,611,000 1,818,000 19,251,000 48,680,000 
1947-48 ... 27,460,000 2,355,000 27,349,000 57,164,000 
1948-49 ... 41,227,000 2,794,000 25,773,000 69,794,000 
1949-50 ... 43,343,000 3,498,000 16,916,000 63,757,000 
1950-51 ... 37,486,000 3,024,000 14,851,000 55,36 1,000 
1951-52 ... 28,867,000 4,612,000 14,458,000 47,937,000 


The subsidies paid in the Financial Year 1938-39 were: Fat Cattle Subsidies, £ 4,291,000; 

Milk Subsidies, £653,000; Land Drainage Grants, £112,000; Attested Herds Bonuses, 
173,000; Improvement of Livestock Grants, £83, 000; Lime, etc., Subsidy, £1,322,000; 
arley and Oats Subsidy, £164,000; Total, £6,798,000. 

The average annual expenditure of the Agricultural Departments on account of subsidies 
(including crop acreage payments) in the years 1940-41 to 1945-46 (inclusive) was {24,250,000 
and in the post-war years 1946-47 to 1951-52 (inclusive) was £31,000,000. In the Estimates 
for the Financial Year 1952-53 the sum of £45,531,000 was provided for agricultural sub- 
sidies, and for the current Financial Year £48,577,000 is provided. 


From Hansard, April 16, 1953 
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Verdicts of London and Cambridge 
Economic Service 


THE U.K. BUDGET 


Tue Government’s action in stimula- 
ting simultaneously so many forms 
of internal demand— industrial in- 
vestment, house building, defence 
expenditure, personal consumption 
—at a time when stocks are relatively 
low seems to run a very grave risk of 
unduly weakening industry’s incen- 
tive to cater for the most important 
demand of all—exports—as well as 
of increasing the demand for imports. 
Moreover we must not forget that the 
‘demand’ of export markets is not 
one which expresses itself in a clear 
and imperious form: the expansion 
of trade needed to cover our various 
external commitments can only be 
achieved if potential exporters adopt 
an active and risky policy of sales 


campaigns and adjustments of pro- 
duction. The Government have pro- 
gressively discarded the ‘administra- 
tive’ methods for trying to induce 
various industries to make special 
efforts to sell abroad—the latest in- 
stance being the (very sensible) 
abolition of steel allocations. This 
means that their action in the fiscal 
and credit fields must be all the 
stronger; and the inevitable uncer- 
tainty of economic events requires 
that the benefit of the doubt should 
have been given to policies which 
will help with the major objective of 
a healthy balance of payments, 
rather than the minor one of 
increased consumption, 


INFLUENCE OF PRICE TRENDS (A. C. L. Day) 


In spite of the relatively favourable 
appearance of the present position 
and immediate prospects of the 
sterling area, fundamental circum- 
stances remain somewhat unsatisfac- 
tory. It must be accepted that the 
improvements in the oversea accounts 
in the last year rest upon foundations 
which are largely temporary, uncer- 
tain, and uncontrollable. Estimation 
of future developments must depend 
on political developments, including 
both the foreign economic policy of 
the new American Administration 
and the possibilities of a détente be- 
tween Russia and the West. 

The price trends which might be 
expected to follow a détente would 

robably help the United Kingdom 
- making her import bill cheaper; 


but since further falls in the prices of 
primary commodities would make 
many oversea countries poorer, we 
should find it harder to export. At 
the same time a fall in the price of 
the exports of the outer sterling area 
might make the United Kingdom’s 
task as banker to that area more 
difficult if the dollar earnings of the 
outer sterling countries were to fall 
by more than their essential dollar 
requirements. Unless developments 
happen to be particularly favourable 
(as, for example, if the prices of 
sterling primary products were main- 
tained and of dollar primary pro- 
ducts fell) it seems quite possible that 
substantial further falls of primary 
product prices would create more 
difficulties for the United Kingdom 


From London and Cambridge Economic Service Bulletin, The Times Review of Industry, London, 
June 1953 























than they would remove. 

At the same time as these doubts 
continue, there are the other fears 
considered earlier that the improve- 
ments of the last year have depended 
largely on administrative actions 
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which are already being reversed. 
Very skilful action will be needed to 
prevent continuation of the familiar 
cycle, and it is wisest to take an 
attitude of cautious pessimism. 


STEEL PRICES (E. T. Sara) 


On the evidence available the United 
Kingdom steel industry should be 
able to sell abroad at competitive 
prices: certainly it is in a much better 
position to do so than it was pre-war. 
The capacity of the industry has 
been planned on the assumption that 
it will export 3/3} million ingot tons 
of steel per annum, and this level 
should be attained without difficulty 
when it can be made available with- 
out injury to home consumers. 


The real test of the accuracy of 
this analysis will come if and when 
some of the exporting countries find 
themselves with surplus capacity and 
are willing to cut their prices to 
expand their exports; or if there is a 
general recession which produces the 
same competitive conditions through 
each exporter seeking to maintain its 
share of a reduced total world trade 
in steel, 


SUGAR SUPPLIES (C. F. Carrer) _ 


THE announcement, made in Mr 
Butler’s Budget speech, of the pur- 
chase of one million tons of Cuban 
sugar and of the intention shortly to 
end sugar rationing and allocation, 
is an example of risk-taking. The 
purchase involves 600,000 tons of 
current crop Cuban raws at 2.75¢. 
per Ib. f.a.s., and 400,000 tons of the 
1954 crop of 3.08c. per lb. These 
prices compare very favourably with 
the price for ‘normal’ trade, given 
as 3.40c. per lb., but even so the total 
cost will be some $65m. 

British sugar consumption has 
been running at about two million 
tons a year, as compared with 
2,300,000 in 1938; allowing 6 per 
cent extra for the larger population, 
and (say) 5 per cent for the increased 

emand caused by changing tastes 
and higher prosperity, we reach a 
consumption rate of about 2,550,000 
tons. This is also the estimate which 
the Ministry of Food, doubtless by 
more refined econometric methods, 








has reached. 

But there will, of course, be a con- 
siderable initial rush to buy. The 
question is whether the purchase of 
one million tons is too large or too 
small; and whether the unrationed 
demand in future years can be met 
without further special purchases of 
dollar sugar. First of all, will the 
demand be higher than 2,550,000 
tons ? ‘The econometric estimates (see 
e.g., Stone and Prais, Economic 
Journal, March, 1953) have wide 
margins of error. But it is worth 
noting that a consumption of 
2,650,000 tons would bring supplies 
per head to roughly the United 
States level; this should surely be an 
upper limit to requirements, and the 
Government has in hand the possi- 
bility of varying prices to check de- 
mand. The vision of armies of house- 
wives industriously making their 
own jam is irrelevant, for their de- 
mand will largely be for sugar trans- 
ferred from the jam manufacturers. 
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Fluctuations in Value of £ 
1900—I950 


In reply to a question in the House of 
Commons on October 25, 1949, the 
Chancellor of the Exchequer stated 
that, reckoned over the whole field 
of personal expenditure by the pub- 
lic, the purchasing power of the £ 
sterling at certain periods was ap- 
proximately as follows: 

1900 —— 100; 1910 — 95; 1920 — 37; 
1930 — 58; 1945 — 38; 1949 (Sep- 
tember) — 31. 

Additional estimates (based on the 
index published annually in the 
National Income White Papers) 
were given by the Chancellor in the 
House of Commons on November 8, 
1949, April 18, 1950, and May 1, 
1951: 

Taking the purchasing power of 
the £ as 100 in 1945, the index for 
1948 was 85, and that for September 
1949 was 82. Taking the purchasing 
power of the £ as 100 in 1938, the 
figures for 1938-49 were: 

1938 — 100; 1939 — 97; 1940 — 83; 
1941 — 75; 1942 — 70; 1943 — 68; 
1944 — 67; 1945 — 65; 1946 — 63; 
1947 — 59; 1948 — 55; 1949 — 54- 


The purchasing power of the £ in 
the period 1945-50 was: 

1945 — 20/-; 1946 — 19/6; 1947 — 
18/3; 1948 — 16/11; 1949 — 16/7; 
1950 — 16/1. 

On the basis of these data, the 
following estimates of the changes in 
the purchasing power of the £ are 
available (1g10—100) : 

Purchasing Power of {£, 


Year 5. Index 
1g00 21.0 105 
Ig1o 20.0 F 100 
1920 7.8 oat 39 
1930 12.2 eee 61 
1938 12.4 sad 62 
1939 12.0 vide 60 
1940 10.2 “a 5! 
1941 9.2 re 46 
1942 8.6 “et 43 
1943 8.4 ae 42 
1944 8.2 _ 4! 
1945 8.0 a 40 
1946 7.8 on 39 
1947 7.2 ose 36 
1948 6.8 Sab 34 
1949 6.6 ans 33 
1950 6.4 .< 32 


From Journal of Royal Statistical Society, London, Volume CXVI, Part I, 1953 





BRITAIN’S NATIONAL DEBT 


The amounts of the National Debt in terms per head of the estimated population for the 
years 1900, 1913, 1939, 1946, 1948 and 1952 were: 


£ 

3lst, March, 1900 x ket 15 
9 1939 i50 
1948 512 


£ 

31st March, 1913 ‘ite ina 14 
ia 1946 ale cas 480 

si 1952 = 515 


Chancellor of Exchequer, House of Commons, March 27, 1953 























Notes on German Federal Republic 


By Louis E. DAvIN 


1. CONDITIONS OF INDUSTRIAL PRODUCTION 


Tue richness of West Germany’s coal 
deposits has served as a basis for a 
remarkable industrial expansion, 
which includes not only the iron and 
steel industry but also metal manu- 
factures, mechanical and electrical 
engineering, the chemical industry 
and synthetic products, precision 
instruments, textiles and other indus- 
tries. At the present time there are 
few production goods, investment 
goods or consumers’ goods which are 
not produced in Germany which, 
with the great variety of its industrial 
production, can face whatever de- 
mand may be made upon it. 

The loss of the eastern markets has 
stimulated manufacturing industry, 
but a new impulse has come from the 
virtual cessation of the controls 
which formerly restrained the heavy 
and prohibited industries. This has 
especially affected a number of sec- 
tors which, by tradition, are sources 
of wealth to the country’s economy 
and factors in furthering its com- 
mercial expansion. The increase in 
the net national product (at market 
prices) is the more significant for the 
fact that the rise from DM.74,000 
million in 1949 to DM.117,000 mil- 
lion in 1952—an increase of 58.1 per 
cent—can be compared with the rise 
of 36.75 per cent in wholesale prices, 
21.62 per cent in the prices of indus- 
trial products, 3.6 per cent in the cost 
of living, and a fall of about 2 per 
cent in retail prices. 

Moreover, the accidents of foreign 
policy have had good repercussions 


on the Federal Republic’s industrial 
economy. Whereas the member 
nations of the North Atlantic Treaty 
Organisation were constrained to 
produce for national defence at much 
public expense, Germany’s industrial 
activity was still channelled into the 
satisfaction of the needs of peace, and 
she was able to meet the demand 
with prompt delivery dates. Her 
index of industrial production is at 
present 40 per. cent higher than in 
1936, when the demands of the 
Wehrmacht were already beginning 
to grow. Further, Germany’s contri- 
butions to Atlantic defence are for 
the most part paid for on a com- 
mercial footing It is easy, therefore, 
to appreciate why German opinion 
desires that no military collaboration 
or expenditure should be imposed on 
her. 

However this may be, the fact 
remains that the industrial recovery 
would not have been possible except 
under a policy tending to facilitate 
investment, even though there was a 
long delay in applying this to the 
collieries and the steel industry. 

Considerable capital funds have 
been brought in, directly or in- 
directly through public and official 
channels. This has been done 
through the Federal budgets and 
those of the Lander, by pre-financing 
by the Bank Deutscher Lander, by 
Marshall aid funds and though the 
Law for the Promotion of Invest- 
ment. The capital market has still 
been ill supplied with funds, so that 


From Quarterly Survey, Banque de Bruxelles, 1953, No. | 
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it has not been able to fulfil its cus- 
tomary role; but the money market 
has made a big contribution to the 
solving of the problems of financing, 
notably by the granting of credits to 
specialised institutions. 

Finally, fiscal policy has favoured 
the practice of self-financing, partly 
by the legal provisions about the 
drawing up of Deutschmark balance- 
sheets, and partly by tax favours for 
accelerated depreciation allowances. 
It was the consumer-goods industries 
and other manufacturing trades 
which were best able to take advan- 
tage of these facilities. This was be- 
cause these industries had made sub- 
stantial profits during the seller’s 
market which prevailed in Germany 
for many months after the monetary 
reform of June 1948. A few of the 
exceptionally generous provisions 
have now been abrogated, but they 
none the less had excellent results in 
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aiding the modernisation of tools and 
equipment in a number of branches 
of industry. 

A fact which should not be for- 
gotten is the renewal of much of 
Germany’s industrial equipment by 
the removal, under the reparations 
programme, of old industrial machin- 
ery while new machines, financed by 
Marshall aid, were ready to be in- 
stalled as soon as their predecessors 
were out of the way. 

In general, the result is that, apart 
from the collieries in which the 
investment effort is at present in 
course, most factories are now 
equipped with modern or modernised 
production units, very many of 
which have already been to a large 
extent written off, and which give 
German industry a specially favoured 
position in the face of international 
competition. 


2. VoLUME OF NEEDS TO BE SATISFIED 


Business conditions in Germany 
have had the advantage of a very 
strong demand both for internal and 
for external purposes. 

An enormous volume of unsatisfied 
wants had been created, first by the 
national socialist regime, next by 
war-time and post-war privations, 
by war damage and by the almost 
total depreciation of the monetary 
unit. Thus, long before the Federal 
Republic was able to regain a footing 
in foreign markets, there was much 
internal work and many orders 
available. 

Expansion in German export sales 
is linked with the beginning of the 
defence programme. This was, in the 
first instance, a direct stimulant, in 
so far as it brought direct armament 
orders to German industry. The in- 


direct stimulus was, however, still 
more precious and productive; for 
the great industrial countries of the 
western hemisphere were obliged to 
concentrate their efforts on Atlantic 
defence, thus leaving a clear field in 
foreign markets for countries which, 
like Germany and Japan, were not 
subject to the same political impera- 
tive. 

Germany’s return with flying 
colours into the world’s markets, and 
the contacts and connections she has 
been able to re-establish, admittedly 
leave her sensitive to any general 
trade recession. On the other hand, 
they ensure for her a certain per- 
manence in her outlets on which, 
even a short time ago, she could not 
have counted as a determinant of her 
economic policy. 
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Finally, it must not be forgotten 
that many of Germany’s own wants 
are still unsatisfied; and their satis- 
faction will make work enough to 
keep German industry very busy for 
a number of years ahead. The im- 
portance of these factors can be 
gauged by a glance at the housing 
expenditure. This amounts at 
present to 7 per cent in the normal 
family budget. This is only half what 
it was in 1936—a year which, inci- 
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dentally, was characterised by a 
shortage of dwelling accommodation. 


The German economy is thus less 
marginal than relations with the 
outside world would suggest. A 
moderate recession in the volume of 
external trade would not be reflected 
by a recession of equal intensity in 
industrial activity because of the 
large volume of internal needs still 
awaiting satisfaction. 


3. Prices AND WAGES 


Even before World War II, Ger- 
man prices were below those of the 
country’s chief industrial competi- 
tors. The advantages of this were 
consolidated by the Nazi price- 
stabilisation policy, which was car- 
ried on by the Occupying Powers 
and by the Federal Government; 
and, latterly, other factors have 
served to re-inforce them. 

In this connection, mention must 
be made of the financial charges 
entering into production costs. 
Where these charges resulted from 
obligations incurred before the mone- 
tary reform, they were to all intents 
and purposes wiped out by the 
inflation. In so far as they have been 
incurred since, the actual burden has 
been kept at a minimum by the 
wide-spread use of self-financing. 

Current legislation, moreover, is 
still favourable to industrial concen- 
trations which, among other effects, 
facilitate the keeping down of indus- 
trial production costs. Fiscal exemp- 
tions and reductions in favour of 


holding companies were not abol- 
ished after 1945. 

There has, moreover, been a com- 
paratively slight pressure for wage- 
increases. This resulted, on the one 
hand from the smallness of the price 
rises and on the other from the exis- 
tence of an army of unemployed. 

Up to 1948, workers were paid ina 
crumbling currency the purchasing 
power of which was illusory. The 
new currency created a striking con- 
trast. Reduced nominal incomes 
enabled those who earned them to 
satisfy far more of their needs than 
was possible before the reform, even 
with higher pay. German workers 
have, therefore, sought to improve 
their standard of living less by de- 
manding increases in wages than by 
seeking extra earnings from second- 
ary sources. 


This approach to the subject was 
defended by the only Trade Union 
organisation, the Deutscher Geweres- 
schaftbund. 


4. MONETARY AND CreEpiT Po.icy 


Apart from the American aid 
granted to the Federal Republic, 
monetary and credit policy has been 
one of the most vital factors in the 
German recovery since 1948. 


The present decentralised system 
of German central banking, and the 
independence of the Bank Deutscher 
Lander of the authorities of Bonn 
and of the Lander, have enabled it 
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to adhere firmly to its own monetary 
policy without having to defer to the 
directives which would otherwise 
have been given to it. 

It is to be noted, too, that the task 
of the Bank Deutscher Lander has 
been made the easier by the co- 
operation of the private banks. The 
attitude of the banks, in regard to the 
use to be made of their customers’ 
short-term deposits, is at times sur- 
prising to those who do not know, 
from experience in their own coun- 
tries, the habits of investment banks. 
On the other hand, their co-opera- 
tion with the Central Bank, even in 
regard to its most draconian 
measures, has shown an excellent 
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understanding of the problem arising 
in the credit markets. 

Attention must be called, also, to 
the revival in savings, which are one 
of the traditional pillars supporting 
the German economy. After a long 
period of stagnation, deposits in the 
specialised savings institutions have 
begun to increase, though it will 
still, apparently, be many years 
before these accumulations of capital 
are sufficient to form the basis for the 
financial market for which the 
Federal Republic feels so serious a 
need. 

This deficiency is one of the 
weakest points in the German eco- 
nomy. 





SINGAPORE’S PITIFUL STORY 
(Continued from opposite page) 


150,000 people living ‘in illegally 
constructed houses of plank and 
attap, corrugated iron and old 
kerosene tins, huddled together in 
squalid insanitary kampongs with 
inadequate access of drainage and 
without proper facilities for con- 
servancy or nightsoil disposal. .. .’ 
Forced to do something about this 
shocking situation, the Government 
is now Offering, at a nominal rent, a 
small piece of land, provided with 
drains, roads, communal latrines and 
bathing areas, and hardstandings, 


upon which squatters can put up 
their own shelter. Even this is a 
temporary expedient. There is no 
guarantee that they will not be moved 
aften ten years. 

Very little reference in the report 
is made to the growth of prostitution 
in Singapore, apart from the explana- 
tion that it is not an offence. Yet it is 
well known that several thousand 
girls, many under the age of 18, 
have been forced into this profession 
through economic pressure. 
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Singapore’s Pitiful Story : 
Poverty Amid Great Wealth 


Tue Singapore Annual Report for 
1952 just published, contains some 
interesting revelations. 

Singapore’s public finances are 
described as healthy. There is likely 
to be a surplus on the year’s working 
of over $38 millions (about £4} 
millions). This will bring the general 
revenue balance to over $195 mil- 
lions. The public debt is $115 mil- 
lions. Provision for sinking funds and 
payment of interest amounted, in 
1952, to under $6 millions, less than 
3.4 per cent of the Colony’s revenue. 
Yet the explanation given for the 
abandonment of a major, and most 
necessary, social research programme 
is ‘lack of funds’. 

Singapore’s wealth is not reflected 
in the Colony’s rates of public assis- 
tance, which are officially admitted 
to be well below subsistence level. To 
get even this charity there is a means 
test, in addition to a residential test. 
This residential test appears to be 
based on the strange assumption 
that an old person who has lived in 
the colony for ten years does not 
need so much to keep him alive as a 
person the same age who has lived in 
the colony for twenty years. 


Keeping Income Tax Down 


Even in face of Communist 
threats to solve all social problems 
through unorthodox methods, the 
Singapore Government still hesitates 
to increase the income tax (which at 
present produces 36} per cent of the 
total revenue) from the 30 per cent 
charged companies and the 3 to 30 
per cent charged individuals. Con- 
sequently the gap between the very 


poor and the very rich in Singapore 
remains much too wide. Yet even in 
his reference to the expansion of the 
social services ‘planned for the next 
few years’ the Colonial Secretary 
could not bring himself to admit that 
the cost would have to be met by 
increased taxation. Part, he prom- 
ised, might come from reserves. 

In one part of the report there are 
claims that ‘a great effort’ was made 
in 1952 to tackle the shortage of 
houses, ‘one of the Colony’s most 
intractable problems’, by providing 
accommodation for about ten thou- 
sand people. Elsewhere the report 
admits that the only way to solve the 
problem, in view of the fact that the 
population is increasing at the rate 
of 39,000 annually, is to provide, at 
rents which tenants can afford to 
pay, at least sixty thousand new 
dwellings immediately. 


Bad Housing Conditions 


If the present rate of population 
increase goes on, and the present rate 
of building is not increased, the need 
in ten years will be for a hundred 
thousand dwellings. The simple truth 
is that thousands of Singapore’s 
homeless earn less than $200 (£22) 
a month, which, the Government 
argues, means ‘that it is not possible 
to build for this category and charge 
economic rents’. Is it hardly to be 
wondered at if poor people in Singa- 
pore, feeling themselves neglected by 
the authorities, are tempted to listen 
to the Communists’ promises to solve 
the problem for them ? 

In the city area alone there are 


(concluded opposite) 


Singapore Annual Report for 1952, Summary and Commentary by Manchester Guardian, May 18, 
1953 
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New Books Reviewed 





Springs of Canadian Power, Chatham House 
Information Paper, Royal Institute of Inter- 
national Affairs, London, 3/6. 
Because of the —_— 

Canada’s development much has been pub- 
lished on her post-war economy. Most of it, 
however, is of a fleeting journalistic charac- 
ter, and it is therefore valuable to have a 
small volume of this systematic kind. Follow- 
ing an introduction the chapters are devoted 
to St Lawrence Seaway, Iron Ore, Petroleum, 
Natural Gas, and Aluminium, and there are 
four useful maps, The problems inherent in 
the situation are not minimised. Among the 
problems are the danger of capital ‘invasion’, 
especially from U.S.A.; the need for mar- 
kets; and the need for population. But the 
study ends on an optimistic note. 


character of 


Our Undeveloped World, by L. Dudley Stamp. 

Faber and Faber, London, \6]-. 

It is natural that since the end of the last 
war the problem of the development of 
under-developed countries has been widely 
discussed. 

Nevertheless, it is important to realise that 
there are no short cuts to a ‘world of plenty’ 
and that even now our knowledge is insuffi- 
cient for a real solution of the problem. Such 
reflections are prompted by the perusal of 
this new book by Professor L. Dudley 
Stamp, the well-known initiator of the 
British Land Utilisation Survey, who speaks 
with unequalled authority as economic geo- 
grapher on these matters. 

Professor Stamp draws attention to the 
ambiguity of the term ‘undeveloped’. If 
defined as in President Truman’s Point IV, 
it applies to the poor countries of the world 
and covers ‘both sparsely and densely popu- 
lated areas and not merely those where 
natural resources remain unused’. On the 
other hand, if the words are taken literally— 
that the natural resources have not been 
developed to the full extent possible—then 
there are parts of the world, for instance in 
the Yangtse Delta, where the produce of a 


New Publications 
World Economic Report 1951-52, March 1953 
(Doc. E/2353). 
Aspects of Economic Development in Africa 
(Doc. E/2377). 
Review of Economic Conditions in the Middle East 
(12s, 6d.). United Nations, New York. 


The annual U.N. Economic Report with 
its two supplements is issued timely at a 


single square mile is sufficient to support 
several thousand human beings, and some 
parts of India where a rural density of 
1,000 per square mile prevails. Are such 
lands to be classed as under-developed 
though their people may live in poverty? 
Well-farmed European lands support 640 or 
more persons to the square mile, yet lands 
in the United States, Canada and Argentina 
produce only enough food per square mile 
for 200 or 240 persons. On the basis of output 
per acre the mid-latitude lands of North 
America are amongst the most under- 
developed lands in the world. And these are 
lands with conditions for which we have 
worked out the best techniques. About tech- 
niques appropriate to the tropics we know 
very little as yet and ‘we may do irreparable 
harm if we take to alien environments pre- 
conceived knowledge or ready-made solu- 
tions based upon experience gained under 
other conditions’. 

We cannot enter into Professor Stamp’s 
discussion of the different population trends 
in different parts of the world. But his ques- 
tion is well worth pondering: ‘If famine in 
India or China or Africa is to be explained 
primarily by population pressure resulting 
from the working of Malthusian principles, 
should the Western nations be compelled to 
accept such a position or should their help 
be contingent upon conscious efforts to 
change social conditions? If U.S. aid is thus 
made conditionally, then this is dictation 
and a new form of imperialism. The dangers 
inherent in such power are obvious.’ 

These are a few salient points raised by 
Professor Stamp’s challenging analysis. He 
does not overlook the importance of power and 
minerals, whose distribution over the world 
is very different from actual or potential 
production of food and puts many of the 
under-developed countries in a potentially 
strong world position. Professor Stamp’s 
thought-provoking book deserves serious 
study by all observers of world affairs. 


of United Nations 


moment when economic prospects are widely 
discussed. The Report lays main emphasis 
on changes in economic activity and trade 
and payments problems. The study on Africa 
attempts, for the first time, an analysis of the 
enlargement of the exchange economy in the 
tropics. Special chapters of the Middle East 
Review deal with petroleum development and 
the refugee problem. 
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Gold and Dollars: International Flow of 
Gold and Dollars, 1952, Federal Reserve Bulletin, 
Washington, March, 1953. A survey of the facts 
from which the moral is drawn that there is 
need for a fresh approach to world trade and 
payment problems—a progressive replace- 
ment of aid by trade based on currency con- 
vertibility and free international commerce. 
Perhaps this ‘voice of America’ may be heard 
elsewhere in Washington. (331) 

Monetary Measures and Economic 
Stability: Influence of Credit and Monetary 
Measures on Economic Stability, Federal Reserve 
Bulletin, Washington, March 1953. The title is 
self-explanatory, and the quality of the study 
is what one expects from the team that works 
under the direction of Ralph A. Young, 
Director of the F.R. Division of Research and 
Statistics. Reprints of the article may be had 
for the asking of the Division of Administra- 
tive Services, Federal Reserve System, 
Washington 25, D.C. (332) 

Australia’s Housing: Housing Trends, 
Monthly Summary, National Bank of Australasia 
Ltd, Melbourne, March 12, 1953. Short but 
informative, giving quarterly averages of 
houses begun and completed from 1946 to 
1952, and telling of the shift from timber to 
brick construction up to 1949 and thereafter 
the reversal of the trend. (333) 


British Transport: Transport Policy Before 
and After 1953, by Gilbert Walker, Oxford 
Economic Papers, March 1953. The kind of 
first-class job Professor Walker has taught us 
to expect from him on transport matters. (334) 


Investment: Cyclical and Autonomous Induce- 
ments to Invest, by T. Wilson, Oxford Economic 
Papers, March 1953. A theoretical treatise by 
a front-rank economist and for economists. 
(335) 

United Kingdom Oil-Equipment In- 
dustry: U.K. Equipment Industry: Problems and 
Prospects, Petroleum News Service, London, April 
1953. British manufacturers are now meeting 


the greater part of the Sterling Area’s needs 
for petroleum equipment. Last year’s orders 
totalled £91 million, whereas before the war 
the U.S.A. supplied almost the whole of this 
market. (336) 
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British Forests: Britain’s Forests—The 
Process of Rehabilitation, Midland Bank Review, 
London, May 1953. ‘In our day a national 
asset, which has suffered severely as the result 
of two wars in this century and of long neglect 
in earlier times, is being restored.’ This is the 
story of the progress of restoration. (337) 


Europe’s Electricity: Recent Developments 
in the Electric Power Situation in Europe (1951-2), 
United Nations E.C.E., Geneva, March 1953. A 
comprehensive study by the Electric Power 
Section of E.C.E. Most of the data, however, 
refer to 1951. (338) 


Australian Wheat: Australian Wheat 
Industry—Past, Present and Probable. Australian 
Quarterly, Sydney, March 1953. The 
author—E. J. Donath—is senior tutor in 
economic geography in the University of 
Melbourne. He believes that through 
mechanisation the industry has become 
highly efficient, that within the next two 
decades the yield per acre may rise to 18 
bushels, and that there is a potential of 
another 20 million acres of good wheat land 
available. (339) 


Belgium: Economic and Financial Situation 
in Belgium. Quarterly Survey, Banque de 
Bruxelles, 1953, No. 1. A comprehensive 
survey of industry, trade and finance. (340) 


Belgium: Post-War Financial and Monetary 
Developments in Belgium, by Louis Camu, 
President, Banque de Bruxelles. National 
Provincial Bank Review, London, May 1953. 
Complementary to the preceding item. (341) 


Canada: The Working Force in a Growing 
Economy. Monthly Review, Bank of Nova 
Scotia, Toronto, April 1953. Manpower is 
one of Canada’s needs, not only in quantity 
but in quality and kind. (342) 


Egypt: Economic Review of Egypt. Economic 
Bulletin, National Bank of Egypt, Cairo, 
Vol. VI, No. 1, 1953. A systematic and 
up-to-date survey. (343) 


Sudan: Economic Conditions of Sudan. Eco- 
nomic Bulletin, National Bank of Egypt, 
Cairo, as above, (344) 


Israel: Review of Economic Conditions in 
Israel. Bank Leumi Le-Israel, Tel Aviv, May 
1953. The survey begins with the Budget and 
covers also, agriculture, foreign currency 
controls, revaluation of assets and income 
tax, and includes a statistical appendix. (345) 


Japan: Fuji Bank Bulletin, Tokyo, Feb- 
ruary 1953. The entire issue is devoted to 
Japan’s economy, prefaced by the annual 
report of the bank’s chairman. (346) 
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Sterling Area: Sterling Area Statistical 
Summary, supplement to Board of Trade 
Journal, May 9, 1953. This first of a new 
regular series of quarterly supplements 
devoted to the Sterling Area, will be widely 
welcomed, It runs to twelve pages and does 
its job thoroughly. (347) 


Holland’s Chemical Industry: The 
Chemical Industry, by Dr Ir. J. van Aken, 
Director of the State Mines in Limburg. 
Quarterly Review, Amsterdamsche Bank— 
Incasso Bank. (348) 


Netherlands: Economic Conditions in the 
Netherlands. Quarterly Review, Amster- 
damsche Bank—lIncasso Bank. The period 
here reviewed is the fourth quarter of 1952. 
(349) 


Agricultural Economics: La logica dell’ 
economia agraria, by M. Bandini, Rivista 
di Economia Agraria, Volume 8, No. 1, 
1953. In Italian. Largely theoretical and 
running to some 25,000 words. (350) 


British Film Industry: Statistics of the 
British Film Industry. Supplement (the thir- 
teenth) to Board of Trade Journal, London, 
May 1953. (351) 


ECONOMIC DIGEST 


Collectivist Economy: Problems of the 
Choice of Investments in a Collectivist Economy, 
and Solutions Offered by the Soviet Economic 
Theory, by Valerio Selan (in Italian), 
Bancaria, Rome, April 1953. The author 
believes that Russia is gradually accepting 
the fact that certain economic principles are 
inescapable. (352) 

Distribution: The Statistical Function in a 
Distributive Organisation, by N. C. Turner, 
The Incorporated Statistician, London, 
March 1953. A highly practical considera- 
tion of the function of the statistician in 
retail trade distribution. (353) 


U.K. National Income: The Trend of 
Real Income in Great Britain. Review of Eco- 
nomic Progress, Brisbane, Australia, Volume 
4, No. 7. A Colin Clark study, replacing and 
bringing up to date pages 68/73 of the second 
edition of his Conditions of Economic Pro- 
gress. (354) 


Food Statistics: Food Statistics, by W. D. 
Stedman Jones, Journal of Royal Statistical 
Society, Volume CXVI, Part I, 1953. 
Another important article in the invaluable 
series published in this journal citing the 
available statistics on the subject under re- 
view. (355) 
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BRITISH INSULATED CALLENDER’S CABLES 
TURNOVER OF £85,000,000 


PQ AHE 8th annual general meeting of British Insulated Callender’s 
Cables, Ltd, was held on June 18 in London. 
The following is an extract from the circulated statement of the 
Chairman, Sir Alexander Roger, k.c.1.B.: 

During 1952 the parent Company enjoyed the benefits of a full order 
book, enabling us as materials became more freely available to plan pro- 
duction on the most efficient basis and to achieve record figures both in the 
volume and value of our turnover. Profit on trading increased by £ 1,435,183. 

Of this improvement 63 per cent is absorbed by taxation, the total re- 
quirements of which amount to the enormous figure of £3,368,492. 

Out of the profit left available after taxation, we propose to transfer 
£500,000 to Contingencies Reserve and £ 1,000,000 to Reserve for Replace- 
ment of Fixed Assets; to bring the total distribution on the Ordinary Capital 
for 1952 up to 10 per cent less income tax; and to add the £178,030 left 
unappropriated to the Balance carried forward to 1953. 

From an output point of view the experience of practically all members 
of the BICC Group has been similar to that of the parent Company and 
many substantial increases have been achieved. 

Since the end of the war up to December 31, 1952, the BICC Group have 
had to provide some £23,000,000 in their Accounts for taxation. Favourable 
trading conditions, a conservative dividend policy, and, I think we can 
claim, good management and personnel, have enabled us, one might almost 
say in spite of taxation, to build up reserves. But think what could have been 
done in still further increasing our efficiency and strengthening our world- 
wide position had even one-third of our taxation requirements been left 
with us. Think, too, of the possibly delayed effect of those crippling taxation 
payments as we face the much more difficult trading conditions which now 
lie ahead, 

The world-wide turnover of the BICC Group for 1952 (admittedly a 
period of high copper prices and great activity) was some £85,000,000. 

It is impressive that this has been achieved notwithstanding the con- 
tinuance of import and currency restrictions in many of our main markets 
and in face of growing international competition. 


THE OUTLOOK 


Some months ago there was a noticeable change from a sellers’ to a buyers’ 
market and competition, especially in overseas markets, is now particularly 
keen. This, with the general shortage of finance, very marked in certain 
overseas countries, and almost everywhere a varying lack of confidence in 
the immediate future, has resulted in a substantial falling off in the rate of 
intake of new orders. 

Probably the greatest single factor in our business contributing to this 
lack of confidence is the present uncertainty regarding the basic prices of 
raw materials (and copper particularly) with a natural and understandable 
tendency for customers to use up to a maximum their existing stocks. People 
cannot, however, continue to live indefinitely on stocks, but it is difficult to 
see any quick swing back to more normal purchasing until there is a greater 
stability than now in the basic prices of important raw materials. 

The achievement of this stability and the general return of confidence may 
take time, and conditions during 1953 are not likely to be as good as in the 
record year of 1952, which, in retrospect, was undoubtedly a year of very 
favourable trading. But over any reasonable period the demand for our 
products must continue. We have a wide base both in the variety of our 
products and in the world-wide spread of our activities. 

| he Report was adopted. 














*‘Let’s choose Executors 


and talk of Wills...’ 


So, according to Shakespeare, spoke King Richard II— 
rather belatedly—when he felt his life to be in danger. To-day, 
also, there are many people who leave the drawing up of their 
Wills until they are impressed with a sense of urgency; others 
handicap their dependants by not making a Will at all, or by 


leaving one which is not fully effective. 


To find amongst one’s personal friends the ideal Executor is 
frequently no easy matter and, in any case, there is unfortun- 
ately no guarantee that such a friend, when found, will survive 
to complete his task. What is more, the duties and responsi- 
bilities involved are onerous, requiring much time and thought 
and also wide knowledge. Why then burden your friend—or 
your wife or husband—when the expert services of the ‘Atlas’ 
can be secured at very moderate cost? Such an appointment 
will ensure not only that your Estate is administered with 
experience and invested with skill, but that it will be attended 


with continuity of service. 


Write for an explanatory booklet to: 


ATLAS { 
ASSURANCE “4 
COMPANY LIMITED pil 


92, CHEAPSIDE, LONDON, E.C.2 
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